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A NOTE ON THE REVIVAL OF FEDERAL 
RESERVE DISCOUNT POLICY 


Epwarp C. SIMMONS 
Duke University 


ALTHOUGH small amounts of excess reserves are still reported, mem- 
ber banks have resumed the predepression practice of borrowing at 
Federal Reserve Banks. This development has opened the way for 
discount policy again to become a major central bank weapon, and 
the Federal Reserve authorities have chosen to exploit the oppor- 
tunity.’ A cardinal point in Federal Reserve doctrine is that the 
volume of member-bank borrowing is the decisive factor in deter- 
mining the condition of the money market. This note comments on. 
some of the implications of the Federal Reserve’s effort to rehabili- 
tate discount policy. 

By 1944 excess reserves had disappeared primarily as.a direct 
consequence of wartime monetary expansion, and some member 
banks began to borrow sporadically at Federal Reserve Banks. Not 
until some time after the Treasury—Federal Reserve Accord, how- 
ever, did discount policy assume real importance.” As long as the 
System supported the price of government securities the determining 
factor in the money market was the availability of reserves at the 
yields represented by the support prices chosen by the authorities. 
Banks in need of additional reserves could always sell some of their 
wartime acquired holdings of government securities. Their only 
motive for borrowing was to take advantage of a technical situation.* 

1. See United States Monetary Policy: Retent Thinking and Experience, Hearings: 


Subcommittee on Economic Stabilization, Joint Committee on the Economic Report, 
83d Cong., 2d sess. (Dec. 6-7, 1954), p. 12. 

2. I have discussed this episode in “Federal Reserve Discount Rate Policy and Mem- 
ber-Bank Borrowing, 1944-50,” Journal of Business of the University of Chicago, XXV, 
No. 1 (January, 1952), 18-29. 

3. Some banks took advantage of the provision of the excess-profits tax law which al- 
lowed a reduction of the tax burden where indebtedness had increased. Borrowings also 
tended to rise during the interval hetween a rise in money rates and a rise in the dis- 
count rate. 
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It was not until the support policy was abandoned some time after 
the Accord that there was any demand on discount policy that it do 
more than not conflict with open-market measures designed to main- 
tain a predetermined level of prices for government securities. Then, 
however, a situation emerged in which discount policy could play a 
much more important role if that were desired, although there was 
no compulsion that it must. 

In its 1953 annual report the Board of Governors announced that 
a study had begun of the discount mechanism.* Although no report 
has been published, it may be assumed that the study’s findings 
were incorporated in the. December 7, 1954, statement of the chair- 
man of the Board of Governors to a congressional inquiry on recent 
monetary policy.’ In summarizing Federal Reserve policy in the 
1952-54 period it was stated that a major achievement had been 
rehabilitation of the discount mechanism.® Presumably also the find- 
ings of the study are reflected in the revision of Regulation A, Ad- 
vances and Discounts, in 1955 by the Board of Governors. This is 
the set of instructions issued by the Board of Governors for the 
guidance of member banks and Federal Reserve Banks.’ The text of 
Regulation A is a slightly modified version of the 1937 text, but a 
new and enlarged Foreword entitled “General Principles” explains 
the official view of how the discount mechanism should operate. 
Except under special circumstances member banks are to borrow 
only for short periods and for the purpose of adjusting their reserves. 
Federal Reserve Banks are to discourage continuous borrowing as 
well as borrowing for profit and are to consider member-bank appli- 
cations for accommodation in the light of circumstances in each case. 
Maintenance of “sound” credit conditions is mentioned as a guiding 
principle, but the deciding factor is the judgment of the Federal 
Reserve Bank. It is quite clear that in reactivating the discount 
mechanism a deliberate choice was made to rely heavily on non- 
price rationing to control the amount of lending done by the central 
bank. 

Students of Federal Reserve policy will recognize familiar patterns 
of thought in recent official discussions of discount policy. All are 
underlaid with the belief that the discount mechanism should 

. Annual Report of the Board of Governors of the Federal Reserve System (1954), 
p. 8. . 

5. United States Monetary Policy: Recent Thinking .. . etc., pp. 3-30. 

6. Ibid., p. 12. 


7. Advances and Discounts by Federal Reserve Banks, Regulation A (1955). The 
text appears in Federal Reserve Bulletin, XLI, No. 1 (January, 1955), 8-14. 
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operate in the same manner as in predepression times. Two decisions 
of fundamental importance are involved. The first is the decision to 
re-establish discount policy as a prime instrument of policy; the 
other, to fashion it in the image of that of former times. Whatever 
can be said of the wisdom of the policy embarked on when it was 
decided to support the government securities market, that action re- 
flects a willingness to discard tradition. In contrast, in its first post- 
war attempt at policy formation, the central bank turned back to old 
ways of doing things. If old ways were good ways, there would be no 
basis for complaint. However, the way was open to develop a quite 
different sort of discount mechanism, one in which such intangible 
elements as the reluctance principle and the judgments of banking 
officials about the soundness of the credit situation would play no 
part, and yet the authorities chose to return to relying upon these | 

highly subjective factors. 

The decision was not taken hastily and presumably was based on 
the belief that the money market will function most satisfactorily if 
the old pattern is followed. Although it cannot be denied that in 1953 
and in 1955 forcing member banks to borrow heavily at the Federal 
Reserve Banks brought about stringency in the money market, these 
two episodes do cast some doubt on the wisdom of relying on the 
somewhat unpredictable responses of member banks to increasing 
the level of indebtedness. In both cases the Federal Reserve authori- 
ties appear to have been surprised by the size of the effect produced. 
In both cases the dominant factor in slowing down business activity 
was the feeling of uncertainty which central bank policy generated 
in the business community. It is difficult to believe that economic’ 
stability can be produced in no other way than by having the central 
bank utilize means which depend for their effectiveness on creating 
uncertainty in the minds of bankers as to the circumstances under 
which they may borrow at Federal Reserve Banks. Such uncertain- 
ties promptly spread to the business community because of the stra- 
tegic place of commercial banks in the business structure. 

In the deliberations which must underlie the decision to restore 
the old pattern of discount operations possibly insufficient con- 
sideration was given to the extent to which monetary and banking 
operations have changed since the 1920’s. Abandonment of support 
of government security prices did not restore the conditions which 
existed in prewar predepression times. Massive expansion of the 
national debt has altered commercial bank portfolios and has accus- 
tomed bankers to the buying and selling of government securities. 
More important, however, open-market operations have come into 
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their own. In the last twenty years there has developed a broad 
market in government securities capable of absorbing and supplying 
securities in sufficient volume to permit precise control of the reserve 
position of the commercial banks. Almost all discussions of monetary 
policy in recent years indicate that expectation was that open-market 
operations would become the dominant instrument of monetary 
policy if only their use to support government security prices could 
be abandoned. For reasons which require explanation Federal Re- 
serve policy has been to place discount policy in the place of first 
importance. 

Although in a unit banking system where prescribed minimum 
reserve ratios must be maintained under penalty,dispensing entirely 
with member-bank borrowing may not be possible, it does not 
follow that the lending function of the central bank need be regarded 
as a major means of influencing the money market.* Actually the 
official view is that all available weapons are to be used, but recently 
great emphasis has been placed on discount policy. This is under- 
standable only if one takes into account the way in which the author- 
ity over monetary matters is interpreted. Were the goal of policy the 
regulation of the size of the stock of money, it would be difficult to 
find a place for the lending function of the central bank except as an 
aid in smoothing out fluctuations in the reserves of those member 
banks which were lax in managing their secondary reserves. Open- 
market operations with occasional assistance from changes in re- 
serve requirements would suffice to provide the banking system with 
the amount of reserves needed to keep the stock of money at the 
desired level. 

There is no doubt that Federal Reserve policy embraces far more 
than controlling the volume of member-bank reserves for the pur- 
pose of controlling the size of the stock of money. A recent official 
description of the goal of policy states: 

Credit and monetary policy, the primary function of the Federal Reserve Sys- 
tem, exerts its influence on the levels of economic activity and prices largely 
through its effect on the volume, availability and cost of credit. The results of 


policy are reflected in the quantity of money and in the introduction of new money 
into the monetary system.® 


In summarizing the objectives pursued by the Federal Reserve Sys- 


tem since 1951, the chairman of the Board of Governors said: 


8. Some comments on the lending function of central banks are contained in my paper 
referred to in note 2. 


9. “The Monetary System of the United States,” Federal Reserve Bulletin, XX XIX, 
No. 2 (February, 1953), 98. 
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The role and objective of the Federal Reserve in the defense mobilization period 
have been to make possible the provision of adequate credit and money for full 
utilization of, and growth in, the country’s economic resources. At the same time, 
policy endeavored to prevent excessive credit and monetary expansion beyond the 
limits of productive capacity that would lead to inflationary developments and 
threaten the maintenance of stable growth. 

During the period 1952-53 Federal Reserve policy looked toward the avoidance 
of credit excesses which could cause real trouble once a downturn had come. This 
policy sought to even out the flow of capital investment by fostering deferment of 
some projects until slack had developed in the economy. During the period of 
ease since May, 1953, the major contribution has been to facilitate as large a 
volume of bank lending as the economy required, and to provide support for 
mortgage lending and utility and State and municipal financing which has had 
its counterpart in a high volume of construction of residential property, utilities 


installations, public buildings, and roads construction. These activities have been 


a substantial offset to declines in defense expenditures and business inventories. 


It would not be correct to say that Federal Reserve policy ignores 
the effects of Federal Reserve actions on the size of the stock of 
money, but there can be no doubt that much more than control of 
the size of the stock of money is contemplated. Control of lending is 
considered to be an equally if not more important objective. 


Discount policy is regarded as particularly effective in exercising - 


control over the “cost and availability” of loanable funds or of 
“credit” to use the ambiguous term favored by the authorities. The 
argument for discount policy is not that it is the proper method to 
furnish to banks the volume of reserves needed to keep the stock of 
money from fluctuating inappropriately. The responsibility for regu- 
lating reserves rests primarily on open-market operations. But in 
Federal Reserve doctrine much is made of influencing the amount 
and kind of lending done by banks and other lenders through regu- 
lating the extent to which member banks are indebted to the Federal 
Reserve Banks." 

The explanation of money-market responses to central bank ac- 
tion given in recent official statements is a modernized version of the 
“need” theory of member-bank borrowing developed within the Fed- 
eral Reserve System in the late 1920’s.’* The central point in the 


10. United States Monetary Policy: Recent Thinking ... etc., p. 10. 


11. “Eligibility” is no longer of much importance, but pressure app!’ed in this fashion 
is apparently regarded as effective in reducing certain types of loans, such as inventory 
loans in 1953 (ibid., pp. 246-49). 

12. A very complete account is given in S. E. Harris, Twenty Years of Federal Reserve 
Policy (Cambridge: Harvard University Press, 1933), I, 256-65. Other sections also treat 
of this matter. See also Lauchlin Currie, Supply and Control of Money in the United 
States (Cambridge: Harvard University Press, 1934), pp. 91-99, and R. C. Turner, Mem- 
ber Bank Borrowing (Columbus: Ohio State University, 1938), pp. 67-90. Harris attrib- 
utes the development to Burgess, Riefler, and Strong. Harris’ study is also useful for its 
extensive references to sources. 
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theory as currently expressed is found in the statement of the chair- 
man of the Board of Governors, “member banks, as a matter of well 
established banking practice, are generally reluctant to operate on 
borrowed funds or to stay long in debt.””’* Thus when member banks 


“need” to borrow they respond by disposing of open-market assets 
‘and by tightening loan policy. Obviously if this sequence is to be 


used to convey the central bank’s view of the credit situation to the 
money market, the reaction of member banks to changing levels of 
member-bank indebtedness must be forecastable. Very much de- 
pends on the intensity, uniformity, and constancy of the reluctance 
factors.'* 

If reluctance were uniform among thousands of bank manage- 
ments and if it did not change with changing circumstances the 
central banking authorities would have an effective means of influ- 
encing conditions in the money market. If, however, these conditions 
are not fulfilled, the discount policy weapon may not be dependable. 
The change in the level of member-bank indebtedness required to 
bring about a desired change in money rates and credit availability 
may simply be indeterminate. Because reluctance may change while 
the “cut-and-try” method is being used, there is no escape in saying 
that there is need for reluctance to be the same from year to year. 
In terms of a not inappropriate analogy the brakes may sometimes 
“slip” and sometimes “grab.” 

So much of the potential usefulness of discount policy depends 
on the reluctance factor that it cannot but be a source of wonder 
that the decision was to turn back to the old pattern. It must be per- 
plexing to deal with, roughly, 7,000 member banks all of which are 
expected to adhere to a tradition which possibly was never widely 
respected, one which requires a denial of self-interest, and to some 
banks, certainly, the denial of a right. The significance of the reluc- 
tance principle in the money-market phenomena of the 1920’s has 
long been a subject of controversy.’® Certainly during the ten-year 
period when member-bank borrowing was virtually unknown the 
tradition must have weakened.’* It is surprising that the Federal 
Reserve authorities were able to persuade themselves to undertake 


13. United States Monetary Policy: Recent Thinking ... etc., p. 8. 

14. Cf. Currie, op. cit., pp. 99-101. 

15. See, for example, Turner, of. cit., pp. 67-90. 

16. Federal Reserve Bulletin, XX XIX, No. 12 (December 12, 1954), 1241. The lan- 
guage of the Foreword to Regulation A seems calculated to instil the tradition of reluc- 
tance. Unconfirmed reports have been made that educational work was carried on by 


Federal Reserve Banks during 1952 and 1953 directed toward explaining the appropriate 
uses of Federal Reserve credit. 


or 


: 
lisk 
rel 
po: 
thi 
ap 
Fe 
me 
j 
| 
| 


Revival of Federal Reserve Discount Policy 419 


the revival of a tradition which was possibly never firmly estab- 
lished.17 When the chairman of the Board of Governors said that 
reluctance is “a matter of well established banking practice” he may 
possibly have indulged in at least a modest overstatement. 

It is only possible to infer reasons for approaching the matter in 
this way, for the authorities have not argued the case against other 
approaches. One possible reason is that the method chosen gives the 
Federal Reserve Banks a function of importance to perform. The 
more extensive the use of the lending facilities of the Banks, the 
more opportunity there is for them to escape becoming concerned 
only with the routine tasks of central banking. This consideration 
seems to be involved in the new Foreword to Regulation A, which 


stresses that each Federal Reserve Bank is to weigh discount appli- - 


cations submitted by member banks in its district. Exercise of the 
type of judgment contemplated by the language of the Foreword 
calls for intimate knowledge of member-bank activities. Extensive 
and frequent use of “the discount window,” to use the phrase which 
has recently become popular, would unquestionably increase the im- 
portance of the Federal Reserve Banks in the hierarchy of the Fed- 
eral Reserve System. Open-market operations tend to reduce the im- 
portance of the Banks without doubt. The desire to provide a larger 
role for them may explain interpretation of the central bank’s re- 
sponsibilities as including control of the lending of the member banks 
through exercise of discretionary judgment over their borrowings at 
the central bank.'® 

The part played by discount-rate changes in discount policy also 
must be considered. Apparently Federal Reserve policy contem- 
plates no change in the relative level of the discount rate, which as 
before is to stand midway between the commercial paper rate and 
the bill rate. The latter actually now means the Treasury bill rate 
rather than the bankers-acceptance rate. Also as in former times 
discount-rate changes are to be delayed until open-market money 
rates have shifted either upward or downward. Finally the practice 
of changing the discount rate by fractions of 1 per cent is to con- 
tinue. The idea that the level of the rate in relation to other money 
market rates should be altered, or that rate changes should precede 
rather than follow changes in open-market rates, or that changes 
should be in large steps has not been adopted. 


17. Cf. Harris, op. cit., pp. 256-65. 


18. Ibid., pp. 221-31. This account brings out the difficulties experienced by the Fed- 
eral Reserve System in its efforts to keep Federal Reserve credit from being used for “un- 
sound” purposes. That matter cannot be gone into here. 
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One new element in official thinking is, however, to be found. 
Changes in discount rates are said to produce changes in the reluc- 
tance of member banks to borrow.’® This is somewhat puzzling, for 
if reluctance changes with the level of the discount rate a cost-profit 
relationship must underlie reluctance, yet this seems inconsistent 
with the contention that reluctance is a matter of traditional banking 
practice. 

Some indication of the extent to which cost-profit considerations 
rather than tradition affects bankers’ judgments is indicated by the 
extensive use of the federal funds market.” It is free from non-price 
constraints. Banks show no reluctance to borrow in this market, and 
when the money market is tight the rate on federal funds is bid up 
to the point where the cost advantage of using this source of reserves 
disappears. If reluctance were as powerful a force as Federal Reserve 
statements suggest, it might be expected that banks would hesitate 
to borrow in the federal funds market, just as they are supposed to 
hesitate to borrow at Federal Reserve Banks. 

The present discount mechanism seems poorly suited to serve as a 
monetary control in a market economy. It does not depend basically 
on choice among alternatives resting on cost-profit calculations but 
on non-price rationing in part administered by member banks and 
in part by Federal Reserve Banks. Both parties to the borrowing 
transaction are expected to reach decisions whether or not to act 
without reference to the usual economic test of profitability. It is 
generally understood that a central bank must inevitably abandon 
profit-making as the test of its actions, but it does not follow that 
the central bank must refuse to permit member banks to borrow 
from the central bank when they can make a profit. If member banks 
were permitted to borrow when they could profit by so doing, it might 
be possible to forecast their reactions to a given change in condi- 
tions. Moreover, the central bank would be spared the risk that its 
actions will be regarded as highly arbitrary. Federal Reserve think- 
ing, however, exhibits little fear of having the charge made that arbi- 
trary rationing is being practiced.”* 

The ultimate causes of the unsatisfactory nature of discount policy 
can be traced to the origins of the Federal Reserve System. In 1913 


19. United States Monetary Policy: Recent Thinking . . . etc., p. 11. 


20. A description of this market may be found in H. C. Carr, “Federal Funds,” Money 
Market Essays (New York: Federal Reserve Bank of New York, 1952), pp. 13-16. 


21. Repurchase agreements with dealers in United States government securities also 
have the character of rationing. I have commented on this aspect of discretionary control 
in “Sales of Government Securities to Federal Reserve Banks under Repurchase Agree- 
ments,” Journal of Finance, IX, No. 1 (March, 1954), 35. 
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means were created for making loans to commercial banks. The new- 
ly created central bank could either create new reserves or issue new 
paper money, and to some persons the direct linking of note issue 
and member-bank rediscounting represented the highest achieve- 
ment of the designers of the Federal Reserve System. Actually “eli- 
gible paper” failed either to regulate the note issue or the volume of 
bank reserves. Means had to be found to keep member-bank bor- 
rowing within bounds, but the idea has never been discarded that 
the accommodation of commerce, agriculture, and industry is a major 
purpose. Unfortunately this idea was so firmly entrenched that by 
the time it was realized that the central bank must be able to con- 
trol the volume of its assets if it was to prevent monetary chaos, 
operating practices proved very difficult to change. Even as late as 
1930 control over the use made of Federal Reserve credit was a 
major policy consideration.** Discount policy as it has developed 
is poorly suited for monetary management. The discount rate was 
barred from becoming a penalty rate by considerations of the “need” 
} for accommodation. The practice of delaying changes in the discount 
rate until money rates have altered seems calculated to reduce the | 
power of the discount rate as a weapon. Limiting changes to frac- | 
tions of 1 per cent does nothing to enhance its power. 

Because rate policy within these constraints could not possibly 
suffice to control the volume of member-bank borrowing, recourse 
/ was had to various rationing devices. Even so, the volume of mem- 
ber-bank borrowing has on several occasions barely been kept within 
tolerable limits. Until open-market operations were demonstrated 
to be an effective means of regulating the volume of member-bank 
reserves, there seemed little hope that monetary policy could become 
a powerful force for economic stability. For a time it looked as if 
the stock of money was fated to behave perversely. 

It seems strange that there should be a willingness to turn back to 
discount policy when it is apparent that member-bank borrowing is 
difficult to control within the framework of the traditional discount 
mechanism. Possibly the authorities will develop sufficient skill in 
the use of this unsatisfactory tool to offset its weaknesses but there 
is no necessary reason why this should be the outcome. 


22. Cf. Currie, op. cit., pp. 51-62. 
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THE DEVELOPMENT OF THE CONCEPT OF 
“AUTOMATIC STABILIZERS” 


NorRMAN F. KEISER 
State University of New York Teachers College in Oswego 


I. INTRODUCTION 


Economists and politicians alike have for some time struggled with 
the problem of controlling or modifying the business cycle, offering 
many and diverse remedies. In recent history the first significant 
attack was made on the antiquated banking system. This was done 
just after the panic of 1907-8, the reasoning being that the attempted 
elimination of a weak banking structure would do much to prevent 
the business depressions that seemed to follow. The result was a 
compromise in the form of our partially centralized, partially decen- 
tralized Federal Reserve System. 

The strengthening of the banking system, however, did not pro- 
vide the protection we had sought, as evidenced by the depression of 
1920-22 (following World War I). This time, since the powers that 
be placed the blame not on the banking structure but on the credit 
policy of the “newly” established system, the central bank tradition 
of looking to the reserve ratio as a guide to credit policy was aban- 
doned in favor of a policy of dispersing credit to business according 
to the Federal Reserve’s conception of business needs. With the new 
policy an apparent success, it was commonly accepted among many 
that the “long-sought-for” preventive had been found.’ 

The false security provided by the foregoing reforms was shat- 
tered by the stock market crash of 1929. This time the bank panic 
did not precede the depression but came after the depression slid to 
its lowest ebb (1933). Where was the blame to be placed this time? 
The stock market came under direct attack via the Securities and 
Exchange Commission Act of 1934. But several other remedies were 
also set forth, notably the policy of compensatory public works and 
relief payments, unemployment insurance, the Banking Acts of 1933 
and 1935, the NRA, agricultural aid (actually begun by the Federal 
Farm Board under Hoover in 1929), the various and diverse loan 
acts, aid to labor unions, and the CCC. In spite of the dip of 1936-37 


1. Cf. George E. Putnam, “What Shall We Do about Depressions?” Journal of Busi- 
ness of the University of Chicago, XI (April, 1938), 130-31. 
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it is now maintained that sufficient institutional reform was effec- 
tuated so that depressions are now a thing of the past. This brings 
us to the topic of consideration in this paper. Some of these so-called 
institutional reforms, currently referred to as “automatic stabilizers” 
in the economy which have counter-cyclical effects, have received 
widespread consideration in texts and discussions in fiscal policy and 
public finance,” business cycles,’ and principles of economics* during 
the last decade. In addition to the widespread consideration given to 
“automatic stabilizers” in the writings of the economists it is of 
further significance to point out the importance attached to them by 
official government publications,® private organizations,* and the 
various nations replying to the United Nations questionnaire con- 
cerning policies to maintain economic stability.” 
It is the purpose of this paper to review the literature dealing with 


_the so-called automatic stabilizers in an attempt to trace the history 


and origin of this concept. Also included will be a short definitional 
analysis and a few concluding statements on suggested improvements 
in the existing stabilizers and proposed additional ones. 


II. DEFINITIONS 


Inasmuch as there is no commonly agreed upon definition of “au- 
tomatic stabilizers” there exists a certain amount of confusion which 


2. M. Slade Hendrick, Public Finance (New York: Houghton Mifflin, 1951), pp. 679- 
81; Richard W. Lindholm, Public Finance and Fiscal Policy (New York: Pitman, 1950), 
pp. 69, 387-88; James A. Maxwell, Fiscal Policy (New York: Henry Holt, 1955), pp. 
100-115; John F. Due, Government Finance (Homewood, Illinois: Richard D. Irwin, 
1954), pp. 472-73; and others to be subseuently cited. 

3. Robert A. Gordon, Business Fluctuations (New York: Harper, 1952), pp. 442-43, 
444, 490-91, 500-505, 533-34, 588-89, 599, 600; Earl C. Hald, Business Cycles (New 
York: Houghton Mifflin, 1954), pp. 494-96; D. Hamberg, Business Cycles (New York: 
Macmillan, 1951), pp. 549-54; Maurice W. Lee, Economic Fluctuations (Homewood, 
Illinois: Richard D. Irwin, 1955), pp. 451-53. 

4. George Leland Bach, Economics: An Introductory Analysis (New York: Prentice- 
Hall, 1954), pp. 591-92 ; William J. Baumol and Lester V. Chandler; Economic Processes 
and Policies (New York: Harper, 1954), pp. 357-60; Richard C. Bernhard, Economics 
(Boston: D. C. Heath, 1954), pp. 313-14; Mary Jean Bowman and George Leland Bach, 
Economic Analysis and Public Policy (2d ed., New York: Prentice-Hall, 1950), pp. 797- 
98; C. Lowell Harriss, The American Economy (Homewood, Illinois: Richard D. Irwin, 
1953), pp. 956-58; Broadus Mitchell et al., Basic Economics (New York: William Sloan, 
1951), pp. 337-38; J. A. Nordin and Virgil Salera, Elementary Economics (New York: 
Prentice-Hall, 1954), pp. 578-84; Paul A. Samuelson, Economics: An Introductory Analy- 
sis (2d ed.; New York: McGraw-Hill, 1951), pp. 398-99. 

5. Cf. The Midyear Economic Report of the President (July, 1952) (Washington, 
D.C.: Government Printing Office, 1952), pp. 109-12; U.S. Department of Commerce, 
Markets after the Defense Expansion (Washington, D.C.: Government Printing Office, 
1952), pp. 76-80. 

6. Committee for Economic Department, Taxes and the Budget: A Program for Pros- 
perity in a Free Economy (New York, November, 1947). 

7. Department of Economic Affairs, United Nations, Maintenance of Full Employ- 
ment (Lake Success, New York, July, 1949). 
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it seems wise to clarify at this particular point. The extent of dis- 
agreement on definition is evidenced to some extent by the multi- 
plicity of synonyms (which one finds in current usage) presumably 
describing automatic stabilizers (e.g., automatically compensatory 
adjustments, automatic flexibility, automatic reactions, automatic 
stabilization, built-in budgetary flexibility, built-in flexibility, built- 
in mitigators, full-employment budget balance, institutional stabiliz- 
ers, props, and stabilization devices). Furthermore, the automatic 
stabilizers are sometimes confused with such concepts as pump- 
priming, compensatory spending, formula flexibility, and discretion- 
ary flexibility. 

Pump-priming is generally referred to as an attempt, during a 
period of “temporary maladjustment,” to give the economy a “shot 
in the arm” in order to set it on its way to prosperity on its own 
momentum by means of injecting into it a certain amount of spend- 
ing.* Compensatory spending refers to an attempt to offset fluctua- 
tions in private investment, and may presumably be prolonged in 
nature since it does not imply setting the system going on its own 
momentum.’ Discretionary flexibility may be defined as taking 
counter-cyclical steps as the occasion arises with the appropriate 
controls generally invested in the hands of some administrative per- 
son, agency, etc., who has the power to manipulate controls as seen 
fit in view of the current economic trends.’® Formula flexibility" has 
reference to counter-cyclical devices which go into operation at some 
signal. In other words, whenever unemployment reaches a certain 


8. Cf. Alvin H. Hansen, Fiscal Policy and Business Cycles (New York: W. W. Norton, 
1941), pp. 261-64. 


9. Ibid. 


10. An example of present discretionary controls would be central bank activities such 
as open-market operations. It is interesting to note that Paul A. Samuelson practically 
denies the very existence of automatic stabilizers by suggesting that there is a false di- 
chotomy between discretionary and other policies since in the final analysis all policies 
are discretionary. “Principles and Rules in Modern Fiscal Policy: A Neo-Classical Re- 
formulation” in Money, Trade, and Economic Growth (New York: Macmillan, 1951), 
p. 165. 


11. Sometimes referred to as the “rule” approach. For discussions and analyses dealing 
with the problems accompanying proposals for discretionary and formula flexibility see 
G. L. Bach, “Monetary-Fiscal Policy Reconsidered,” Journal of Political Economy, 
LVIII (October, 1949), 383-94; Gerhard Colm, Essays in Public Finance and Fiscal 
Policy (New York: Oxford University Press, 1955), pp. 188-219; Walter P. Egle, Eco- 
nomic Stabilization: Objectives, Rules, and Mechanisms (Princeton: Princeton Univer- 
sity Press, 1952) ; Everett E. Hagen, “The Problem of Timing Fiscal Policy,” American 
Economic Review (Supplement), XX XVIII (May, 1948), 417-22, and “Federal Expend- 
iture and Revenue Policy for Economic Stability,” American Economic Review, XXXIX 
(December, 1949), 1268; Richard A. Musgrave, “Fiscal Policy in Prosperity and De- 
pression,” American Economic Review (Supplement), XXXVIII (May, 1948), 383-94; 
Department of Economic Affairs, United Nations, National and International Measures 
for Full Employment (Lake Success, New York, 1949), pp. 81-84. 
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level or national income declines to a certain point (or whatever the 
index is that is being utilized)'* certain counter-cyclical changes 
occur automatically.’* The major items which have been suggested 
for use with both formula and discretionary flexibility have been 
changes in public works, transfer payments, tax rates and tax struc- 
tures, governmental activities in general, and monetary and credit 
controls. 

Egle, who has written a comprehensive text on automatic, dis- 
cretionary, and formula stabilization, offers the following as criteria 
for an automatic stabilizer: “(1) permanently installed, (2) well de- 
fined in its main provisions and purposes, and (3) reliably linked to 
cyclically sensitive criteria (indexes) in the sense that the device 
starts to operate counter-cyclically as soon as these criteria indicate. 
the need for action.”’* Hart, one of the foremost proponents of auto- 
matic stabilizers, sets up the following requirements: “(1) Does it 
push the government’s budget toward deficit in case of a slump and 
toward surplus as business improves? (2) Does it expand the pub- 
lic’s stock of cash in a slump and reduce it in high prosperity? 
(3) Does it tend to reduce the public’s demand for cash in a slump 
and increase it in high prosperity? (4) Does it go into action without 
waiting for fresh policy decisions?’’* It is quite obvious that both 
of the foregoing definitions would include the previously defined con- 
cept of formula flexibility within the scope of “automatic stabilizers.” 
Egle gets around this difficulty by subdividing his “automatic stabil- 
izers” into two categories, “fixed schemes” and “flexible schemes” 
(formula flexibility).’*° Hart’s definition also would include, de- 
liberately or not, those devices of the formula flexible type; however, 
he only uses examples of the fixed type and does not discuss in this 
context any devices which could be described as of the formula flex- 
ible type. Inasmuch as there is a degree of difference between auto- 
matic stabilizers of the type which are continually operating in the 
economy and those that go into effect after the economy reaches a 
certain predetermined low or high, and inasmuch as we have no pro- 

12. An analysis of the problem of choosing the best index can be found in Egle, o9. cit., 
pp. 106-43. 


13. We have no examples of formula flexibility in the economy at the present time. 

14. Egle, op. cit., p. 46. 

15. Albert G. Hart, Money Debt and Economic Activity (2d ed.; New York: Prentice- 
Hall, 1953), p. 462. Hart uses the same criteria in the 1948 edition of this text. 

16. Egle, op. cit., pp. 50-51. Everett E. Hagen uses the terms “active” for automatic 
stabilizers and “passive” for stabilizers of the formula flexible type. “The Role of Eco- 
nomic Forecasting in Income Determination,” in Income Stabilization for a Developing 


Democracy, ed. by Max F. Millikan (New Haven: Yale University Press, 1953), pp. 
172-74. 
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visions for formula flexibility in the economy at the present time, it 
seems desirable that the two should be conceptually differentiated by 
limiting the term “automatic stabilizers” to the former and classify- 
ing the latter as formula flexibility (in spite of their automaticity), 
This arbitrary classification will be followed in the succeeding sec- 
tions of this 

Further confusion concerning what is meant by automatic stabiliz- 
ers arises from the inclusion as automatic stabilizers items which are 
not so in actual fact or which have stabilization effects but are not 
automatic. In the answer of the United States to that part of the 
U.N. questionnaire asking whether or not there were any “ ‘auto- 
matic economic stabilizers’ inherent in the existing governmental 
economic machinery which would tend to mitigate a decline in effec- 
tive demand” the reply was as follows: “Inherent in existing legisla- 
tion and institutions are a number of ‘automatic stabilizers.’ They 
are related to (1) governmental expenditures in general; (2) unem- 
ployment benefits and other social security measures; (3) the gov- 
ernment farm price support programme; and (4) taxation.”"* The 
last three are the standard examples given for automatic stabilizers 
in our economy but the first can hardly be considered as such be- 
cause government expenditures of the type mentioned in this report 
do not meet the accepted criteria. It is true that there are many 
“fixed commitments” on the part of the United States government 
which have an automatically stabilizing effect upon the economy in 
the sense that a floor is established, but these are not automatic 
stabilizers in the true sense of the term as the reply maintains. Addi- 
tional confusion sometimes results from discussions that include not 
only institutional stabilizers such as financial reform and the growth 
of the labor movement (which is extremely difficult to measure in 
terms of stabilization) but also the generally accepted automatic 
stabilizers such as social security, taxes, and the farm program.'’® No 
doubt many of these institutional changes (other than those of an 
automatic nature) exert very favorable and important stabilizing 
influences on the economy but neither do they measure up to the 


17. Richard A. Musgrave and Merton H. Miller apparently prefer to differentiate 
between the two also. See “Built-in Flexibility,” American Economic Review, XXXVIII 
(March, 1948), 128. 


18. Maintenance of Full Employment, p. 40. 


19. See, e.g., Howard G. Bowen and Gerald M. Meier, “Institutional Aspects of Eco- 
nomic Fluctuations,” in Post Keynesian Economics, ed. by Kenneth K. Kurihara (New 
Brunswick: Rutgers University Press, 1954), pp. 162-69; Sumner H. Slichter, What’s 
Ahead for American Business (Boston: Little, Brown, 1951), pp. 75-76, and “Our Econ- 
omy Was Never More Stable,” New York Times Magazine (October 17, 1948), p. 7. 
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criteria of automatic stabilizers. A better term for them might be 
“institutional stabilizers” or “institutional bulwarks.””° 

Another example of the use of a “liberal” interpretation of auto- 
matic stabilizers, which was probably not deliberate but nevertheless 
inconsistent, is to be found with reference to the recession of 1949: 
“Three ‘automatic stabilizers’ account for the failure of disposable 
income to fall further. First, corporations maintained dividends de- 
spite a decline in profits. . . .”*" Again corporate dividends do not 
meet the generally accepted criteria for automatic stabilizers. 

Others*” have apparently discussed automatic stabilizers only, or 
primarily, in terms of taxes, while John M. Clark** has his own un- 
usual definition under which he would include only “social security 
provisions for unemployement compensation, and a progressive in- 
come tax.” Clark’s consideration of policies which have a “ ‘built-in’ 
or automatically stabilizing effect” probably slightly preceded Hart’s, 
whose criteria was the first to be most clearly formulated according 
to this research. 

In summary then we can identify four major types of stabilization 
policies: (1) automatic stabilizers (such as social security pay- 
ments, farm payments, and the personal and corporate income taxes) 
which are built into the economy, are in operation at the present 
time, and tend to expand income during a slump and contract it dur- 
ing a boom; (2) formula flexible stabilizers (of which we have none 
but which could be provided for in such ways as automatically 
changing tax rates, etc.) that are tied to and go into operation at 
some danger signal (such as unemployment); (3) discretionary 
stabilization policies (such as central bank credit controls) with 
power invested in some agency, board, person, etc.; and (4) institu- 
tional stabilizers (or bulwarks) that tend to strengthen the economy 
(such as the Federal Reserve System with its expanded powers, the 
FDIC and SEC,” the sheer magnitude of governmental expenditures 
and commitments” and the high level of taxes relative to national 


0. The latter term has been suggested in Markets after the Defense, p. 80. 
1. Gordon, op. cit., pp. 442-43. 
2. E.g., Musgrave and Miller, op. cit. 

23. John M. Clark, Guideposts in Time of Change (New York: Harper, 1949), pp.97- 
98. This book contains a series of lectures delivered at Amherst College in the winter of 
1947-48. 

24. Markets after the Defense, p. 80. 

25. Cf. Rueben E. Slesinger, “The Budget,’ The Annals of the American Academy of 
Political and Social Science, CCLX XVIII (November, 1951), 91-95; James A. Maxwell, 
The Fiscal Impact of Federalism in the United States (Cambridge: Harvard University 
Press, 1946); K. D. Nygaard, “Economic Impact of Federal Government Programs,” 
Survey of Current Business (March, 1952). 
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income,”* the growing power of organized labor,”’ the relative ab- 
sence of cyclically aggravating short-term mortgages,”* the introduc- 
tion of mortgage insurance and guaranties,”® the revision of the tax 
structure,® and the institutionalization of research, which is some- 
times claimed to act to partially offset the Schumpeterian and 
Robertsonian assertion that innovations and cyclical instability go 
hand in hand).** Two further factors which are occasionally included 
as institutional stabilizers are advertising and the guaranteed an- 
nual wage. Advertising expenditures, however, cannot be relied upon 
to operate in a counter-cyclical fashion. Businessmen may or may 
not increase or decrease advertising expenditures to counteract de- 
flationary or inflationary tendencies in the economy. An enlightened 
and courageous business leadership could do much to encourage ad- 
vertising expenditures at a time when they would have a stabilizing 
effect upon the economy. The guaranteed annual wage, which one 
might argue already exists in millions of civil service and educational 
positions, could reduce cyclical demands even further, but it as yet 
has many economic problems (such as industries with unstable de- 
mands for their goods) as well as bargaining barriers to overcome. 


III. THE OricIN AND GENERAL DEVELOPMENT OF THE 
CoNcEPT OF AUTOMATIC STABILIZERS 


An examination of the literature that might have a bearing on 
automatic stabilizers reveals no single individual—with the possible 
exception of the CED, which seems to infer some originality**—who 
claims sole credit for the development of this concept. This indicates 
that, as with many other economic concepts, the idea was not just 
“thought up” by some one individual, but was the product of grad- 


26. Committee for Economic Development, Defense against Recession: Policy for 
Greater Economic Stabilization (New York: March, 1954), p. 13. 


27. Morgenstern, op. cit., p. 277; Gerhard Colm, The American Economy in 1960 
(Washington, D.C.: National Planning Association Pamphlet No. 81, 1952), p. 71. 


28. Sumner H. Slichter, What’s Ahead for American Business, pp. 75-76, and “Our 
Economy Was Never More Stable,” New York Times Magazine (October 17, 1948), p. 7. 


29. Markets after the Defense, p. 80. 
30. Cf. Bowen and Meir, op. cit., p. 168. 


31. Cf. Sumner H. Slichter, “We Can Have Peace and Prosperity,” New York Times 
Magazine (April 26, 1953), pp. 9, 28, 30; Edgar M. Hoover, “Some Institutional Factors 
in Business Investment Decisions,” American Economic Review (Supplement), XLIV 
(May, 1954), 201-13; Egle, op. cit., p. 19. 

32. Cf. Committee for Economic Development, Problems in Anti-recession Policy 
(New York: September, 1954), p. 84. “Against this background a ‘family’ of postwar 
fiscal plans emerged. The CED program advanced in 1947 was one of the first of these 
to get much attention. [Citing Taxes and the Budget.) Others that followed were the 
Friedman plan in 1948. ...” 
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ually evolving forces and was intermixed with other concepts such as 
pump-priming, compensatory spending, etc.** 

The majority of economists cite as sources for automatic stabiliz- 
ers four main references: the CED,** Friedman,® Hart,** and Mus- 
grave and Miller.** These sources no doubt were among the first to 
discuss this concept in greater detail, but, as will be shown below, do 
not deserve sole credit for the development of the idea. 

In attempting to account for the origin of the concept of automatic 
stabilizers it is necessary to consider four evolutionary strands of 
development: (1) the classical concept of automaticity, (2) Poole’s 
claims with reference to the “Independent Treasury,” (3) the recent 
development and elaboration of fiscal policy, and (4) specific contri- 
butions by various economists. 

The traditional concept of economic automatism was generally 
associated with the so-called forces of the market under which the 
factors of perfect competition governed the production, distribution, 
and exchange of economic goods at levels approximating full employ- 
ment of available resources.** Even though this interpretation differs 
quite radically from the now accepted definition of automatic stabil- 
izers, it is not too difficult to stretch one’s imagination in order to 
see that here is an attempt to make the newer concept serve some of 
the same general purposes as the older concept; nor is it too difficult 
to see that there is a similarity between the two in that both were (or 
are) assumed to operate under certain predetermined and prescribed 
rules which generally exclude legislative and administrative discre- 
tion.** It seems, therefore, that automatic stabilizers have at least a 
theoretical carry-over from the traditional concept of automatism. 

A second possible source for the development of automatic stabi- 
lizers is offered by Kenyon E. Poole. He describes built-in flexibility 
as the process through which, “When income rises, tax receipts rise 
and relief expenditures decline, reducing the contribution of the 
government to the income stream. The converse occurs when income 

33. It is entirely possible and likely that sources were overlooked in attempting to 


ascertain the origin of the concept of automatic stabilizers. The writings with a bearing 
on the topic are diverse and plentiful, which necessitates the setting of certain limitations. 


34. CED, Taxes and the Budget. 


35. Milton Friedman, “A Monetary and Fiscal Framework for Economic Stability,” 
American Economic Review, XXXVIII (June, 1943), 245-64. 


36. Money, Debt and Economic Activity, 1948 and 1952 editions. 
37. Op. cit. 


38. Cf. Alvin H. Hansen, Full Recovery or Stagnation (New York: W. W. Norton, 
1938), pp. 46-47. 


39. Cf. Egle, op. cit., pp. 43-44. 
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falls.” This concept Poole maintains was prevalent under the Inde- 
pendent Treasury where a rise in income and prices resulted in in- 
creasing imports and therefore increased tariff revenues, which had 
to be paid in specie which could not be legally deposited in the banks, 
thereby reducing the “active money supply.” The reasoning goes 
that since the surplus was not injected into the income stream the 
Treasury would be unintentionally applying an “automatic” correc- 
tive to the excessive rate of business activity. “Bearing in mind the 
fact that the customs accounted for approximately fifty per cent of 
Federal revenues during the latter part of the century, as contrasted 
with one per cent at present, we can understand why contemporary 
observers noted this effect.”*° While appropriate credit should be 
given this source of automatic stabilizers, it seems likely that other 
sources discussed later have been more influential on contemporary 
thinking. 

Another stand in the development of the concept of automatic 
stabilizers can be traced to the development of fiscal policy as a tech- 
nique of stabilization, the use of the unbalanced budget to achieve 
full employment, and the consequent utilization of automatic stabi- 
lizers as a subsidiary method. For the most part the older economists 
working in the field of public finance tended to ignore the effects of 
fiscal policy on total income and expenditure, “except for their work 
on tax incidence and the related effects on production and consump- 
tion patterns. The balanced budget was generally accepted as a norm 
and fiscal theory generally favored taxes insensitive to fluctuations 
in income and employment.”*' During the 1930’s, however, new and 
additional emphasis was placed on fiscal policy as a counter-cyclical 
device. The credit for this re-emphasis goes no doubt to Keynes and 
his attack on the classical principles of equilibrium at full employ- 
ment, budgeting, and public finance.** Keynes’s writings implied that 
stabilization at prosperous levels might be accomplished through 
compensatory fiscal and monetary policy,** but he did little to actual- 
ly spell out proposals in detail. This was done by his followers, par- 
ticularly Hansen and Lerner. Hansen’s and Lerner’s contributions 
are sufficiently known that they do not require detailed repetition 


40. Kenyon E. Poole, ed., Fiscal Policies and the American Economy (New York: 
Prentice-Hall, 1951), p. 27. 


41. Paul J. Strayer, “An Appraisal of Current Fiscal Theory,’ American Economic 
Review (Supplement), XLII (May, 1952), 139-40. 


42. Jesse V. Burkhead, “The Balanced Budget,” Quarterly Journal of Economics, 
LXVIII (May, 1954), 191-216. 


43. Cf. Bowen and Meier, op. cit., pp. 162-63. 
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here. Of particular importance, however, have been Keynes’s sug- 
gestions (or implications) with reference to items such as public 
control of investment,** income redistribution,*® and monetary con- 
trols, *® Hansen’s analysis of public debt and budgetary policies, and 
compensatory spending;** and Lerner’s concept of “functional 
finance” which has as its goal the maintenance of full employment at 
stable price levels via anti-cyclical governmental expenditure, tax, 
and debt policies. Most of these contributions have been factors with 
which the advocates of automatic stabilizers have been dealing and 
have been attempting to automatize.** In other words, many of the 
techniques which Lerner has crystallized have been carried one step 
farther by being removed from a discretionary (or “quasi-auto- 
matic,” as Lerner states) to a completely automatic level of opera- 
tion. The extreme development in this trend is to be found in Fried- 
man’s proposals which would practically automatize the whole eco- 
nomic system.*® Furthermore, as was pointed out above, all the auto- 
matic stabilizers now in operation had their origin in the legislation 
of the 1930’s, reforming certain institutions in line with recent de- 
velopments (or re-emphasis) in fiscal-monetary policy. The purpose 
when they were passed was not to achieve automaticaticity as we 
now define it, and the automatic stabilizers were only a part of the 
over-all picture of institutional reform. But they were passed for 
specific monetary and stabilization purposes in relation to prevailing 
theory, and during the last decade there has been an attempt to auto- 
matize them so as to enhance their effectiveness in relation to current 
theoretical emphasis on stabilization policy. 

The preceding two paragraphs had as their purpose the job of 
placing automatic stabilizers into a perspective of recent economic 
thought. This was done with an attempt to present a picture of over- 
all development rather than trace in detail the use of the term “auto- 
matic stabilizer.” This last strand in conceptual development will be 
dealt with in the succeeding paragraphs. 

As previously indicated, automatic stabilizers bear a relationship 

44. John Maynard Keynes, The General Theory of Employment, Interest and Money 
(New York: Harcourt, Brace, 1936), pp. 164, 320, 325, 349, 376-77, 378, 380. 

45. Ibid., p. 321. 

46. Ibid., pp. 164, 196-98, 202-8, 351, 378. 

47. Fiscal Policy and Business Cycles, pp. 135-222, 261-300. 


48. In fact, Lerner went so far as to say: “In every case Functional Finance provides 
a simple, quasi-automatic response” (Abba P. Lerner, “Functional Finance and the Fed- 
eral Debt,” Social Research, X [February, 1943], 38-51). 


49. Friedman, op. cit. For criticisms of Friedman’s proposals see Bach, “Monetary- 
Fiscal Policy Reconsidered,” Journal of Political Economy, Vol. LVIII (October, 1949). 
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to countercyclical proposals which, in spite of contemporary notori- 
ety, have been the subject of discussion for literally centuries. Fur- 
thermore, many of the counter-cyclical proposals or stabilizers, as 
they were formerly known, have actually become automatic stabi- 
lizers (such as unemployment insurance). Unemployment insurance 
is not a recent development in economic thought by any means. The 
idea, in fact, has been traced back to at least 1789.°° Public works as 
a scheme to relieve unemployment has been suggested as the motive 
behind the construction of pyramids in Egypt,®! and in addition 
received other pre-Keynesian anti-cyclical attention.*? Other exam- 
ples of predepression proposals for counter-cyclical public works and 
unemployment insurance can be found in the writings of Wesley C. 
Mitchell,®* or for what amounts to a counter-cyclical tax proposal, in 
O. M. W. Sprague. 

During the 1930’s the proposals for various stabilization programs 
were many and varied. Paul H. Douglas’ program in which he advo- 
cated the combined use of public works, unemployment insurance, 
and relief to “stabilize the demand for and employment in both pro- 
ducers and consumers goods” is one of the more elaborate and de- 
tailed.** Also during the 1930’s several other proposals akin to auto- 
matic stabilization appeared primarily in the monetary field (Henry 
C. Simons,”® Benjamin Graham,’ Frank D. Graham,®* and Leonard 
L. Watkins®). These proposals were especially significant because 

50. Mary Barnett Gilson, “Unemployment Insurance,” Encyclopedia of the Social 
Sciences (New York: Macmillan, 1944), p. 163. 


51. C. J. Bullock, Politics, Finance, and Consequences (Cambridge: Harvard Univer- 
sity Press, 1939), pp. 9-10. See also Clay B. Anderson, “The Development of the Pump- 
priming Theory,” Journal of Political Economy, LII (June, 1944), 144-59. 


52. Sir William Petty (1623-87) thought along such lines. Philip C. Newman, The 
Development of Economic Thought (New York: Prentice-Hall, 1952), p. 28; Frederic B. 
Garver and Alvin H. Hansen, Principles of Economics (New York: Ginn, 1928), p. 399. 


53. “The Problem of Controlling Business Cycles,” in The Stabilization of Business, 
ed. by Lionel C. Edie (New York: Macmillan, 1924), pp. 44-47. 


54. O. M. W. Sprague, “Loans and Taxes in War Finance,” American Economic Re- 
view (Supplement), VII (March, 1917), 119. Sprague, however, was primarily concerned 
with the use of taxes to achieve a stable price level not maintain employment. 


55. Controlling Depressions (New York: W. W. Norton, 1935), p. 264. 


56. A Positive Program for Laissez-Faire: Some Proposals for a Liberal Economic 
Policy (Public Policy Pamphlet No. 15, University of Chicago Press, 1934), and “Rules 
vs. Authorities in Monetary Policy,” Journal of Political Economy, XLIV (February, 
1936), 1-30. 

57. Storage and Stability (New York: McGraw-Hill, 1937), p. 53. 

58. Cited by Egle, op. cit., pp. 67-68. 

59. “The Variable Reserve Ratio,” Journal of Political Economy, XLIV (June, 1936), 
367, and “Note on Automatic Instruments of Control,” American Economic Review, 
XXVII (December, 1937), 762-64. 
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the use of the concept of automaticity as herein defined, and the 
arguments dealing with the problem of automatic vs. discretionary 
controls, closely resemble discussions found in current economic 
literature. These proposals for automaticity, however, dealt primar- 
ily with narrower monetary problems, and it was left for others to 
expand the applicability of the concept. 

Although the non-monetary proposals were suggested as counter- 
cyclical devices, the concept of automaticity was not yet applied to 
them (with the partial exception of Sprague’s suggestions on taxes 
and inflation). It remains to be seen, therefore, how the concept was 
eventually expanded in application, refined, and generally elabo- 
rated. A chronological analysis of the relevant literature follows. 

In 1937 R. F. Bretherton™ maintained that it is necessary “to add 
another canon or criterion of a tax system to the familiar list— 
namely, its cyclical sensitivity.” In the following year specific pro- 
posals were made to use taxes as counter-cyclical stabilizing de- 
vices. A substantial and significant step toward automation was 
made in 1939 in Gunnar Myrdal’s “Fiscal Policy in the Business 
Cycle,” in which he cited the need for institutional changes to 
accomplish increased flexibility (in the areas of unemployment relief, 
agricultural subsidies, and public works), fiscal budgetary policies 
that aimed at depression deficits and prosperity reserves, and an 
“automatic budget structure securing long-range balancing while 
preserving flexibility from year to year.”** He suggested in addition: 
“We must, in financial as well as in monetary matters, try to come 
back to a reasonable degree of automatic reactions. But we must 
build up these automatic reactions so that they are better adapted to 
the needs of present-day society.’** Although the problem of unem- 
ployment insurance had received widespread consideration during 

60. “The Sensitivity of Taxes to Fluctuations of Trade,” Econometrica, V (1937), 182. 
The author states that prior to his article there had been no explicit discussion of the 
sensitivity of various types of taxes to “movements of the trade cycle.” He does, how- 
ever, cite some very brief discussions by Dalton, B. Thomas, and Laufenburger. For cita- 


tions of the work of foreign economists (other than English) see Carl S. Shoup, “Tax- 
ation and Fiscal Policy,” Income Stabilization for a Developing Democracy, p. 278. 


61. See comments of Alfred G. Buehler and Arthur R. Upgren, American Economic 
Review (Supplement), XXVIII (March, 1938), 132-35. See also comments by Gunnar 
Myrdal and Henry H. Villard, American Economic Review (Supplement), XXIX 
(March, 1939), 228-29; William Vickrey, “Averaging of Income for Income Tax Pur- 
poses,” Journal of Political Economy, XLVII (June, 1939), 379-97. 

62. American Economic Review (Supplement), XXIX (March, 1939), 183-93. 

63. Ibid., p. 191. See also his discussion of the flexible capital investment budget, p. 189. 


64. Ibid., p. 188. 
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the 1920’s and the 1930’s, J. M. Clark® viewed it as an important 
compensatory device suited to short cycles. It is not the newness of 
the idea that is important (unemployment insurance has a long his- 
tory),®* but its re-emphasis as a built-in compensatory stabilization 
device which accumulates funds in prosperity and pays them out in 
depressions. 

While John W. Angell® in 1941 joined the ranks of those who ad- 
vocated that the tax system be utilized to counteract cyclical unem- 
ployment, Hansen® made specific suggestions for a tax policy de- 
signed to minimize cyclical fluctuations. He suggested payroll taxes 
collected at the source, fluctuating payroll and sales taxes (which 
would be similar to present formula flexible proposals), and analyzed 
the automatic stabilizing (although he did not use these terms) 
effects of unemployment insurance financed by payroll taxes. 

Following Hansen’s analysis there appeared many articles dealing 
with tax policy for counter-cyclical effects. Thomas Wilson® and 
Donald W. Gilbert’® again reemphasized the problem; Albert G. 
Hart" discussed it with particular reference to inflation, stressing 
the problems of discretionary authority and further developing the 
concept of formula flexibility (although not labeling it as such); and 
Alan R. Sweezy™ offered an additional analysis of the problem plac- 
ing it in its institutional relationships with other anti-cyclical pro- 
posals. 

During the year 1944 there appeared a report™ that advocated the 
setting up of a tax structure that should not be varied in response to 

65. “An Appraisal of the Workability of Compensatory Devices,” American Economic 
Review (Supplement), XXIX (March, 1939), 195-97. See also J. Tinbergen, Business 


Cycles in the United States of America, 1919-1932 (Geneva: League of Nations, 1939), 
p. 169. 


66. See footnote 40, supra. 
67. Investment and Business Cycles (New York: McGraw-Hill, 1941), p. 25. 


68. Fiscal Policy and Business Cycles, pp. 289-96. Hansen cites a more elaborate pro- 
posal made by John Maynard Keynes in How To Pay for the War (New York: Har- 
court Brace, 1940). 


69. Fluctuations in Income and Employment with Special Reference to Recent Ameri- 
can Experience and Postwar Prospects (London: Sir Isaac Pitman & Sons, 1942), pp. 
194-95. 


70. “Use of Flexible Taxes To Combat Inflation,” American Economic Review, XXXII 
(March, 1942), 87. 


71. “Taxation and Economic Stability,” Quarterly Journal of Economics, LVI (May, 
1952), 406-29. 


72. “The Government’s Responsibility for Full Employment,” American Economic 
Review (Supplement), XX XIII (March, 1943), 19-26. 


73. Beardsley Ruml and H. Chr. Sonne, Fiscal and Monetary Policy (Washington, 
D.C.: National Planning Association, Pamphlet No. 35, July, 1944). 
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cyclical fluctuations, but would allow receipts to vary automatically. 
The budget would in effect be balanced (although not every year 
since deficits and surpluses would be permitted) at a high level of 
employment. It is necessary to point out (1) that there is an infer- 
ence and intention of automaticity in this study, and (2) that the 
principles therein referred to constitute the core of the CED’s Taxes 
and the Budget . . . which is, more often than not (when citations are 
given), offered as a basic reference for built-in flexibility or auto- 
matic stabilizers.”* 

While other minor considerations were given to flexible or cycli- 
cally sensitive tax rates during this same period,” John P. Wernette 
and Albert G. Hart made some of the most advanced statements thus 
far concerning modern application and interpretation of the concept - 
of automatic stabilizers. Wernette pointed out that: 


The magnitude of the budget deficits would depend, of course, on tax policy 
and the volume of expenditures. To a certain extent the budget deficit would rise 
or fall, or even change into a surplus, more or less automatically, without any 
special fiscal actions. That is to say, if business activity went down, the yield 
from taxes would drop, without any changes in the tax rates. At the same time, 
Federal unemployment payments would rise, again without any change in the 
rates, merely because more persons were unemployed. To this extent the opera- 
tion of the Full Employment Standard would be automatic, within the limits of 
the existing legislation. 

It probably would turn out to be desirable to supplement these “automatic” 
fluctuations in the net budget position with certain outlays, which would be varied 
to suit the situation.7® 


At approximately the same time Hart had this to say, in effect 
stressing formula flexibility as well as automatic flexibility: 


74. See also excerpts from a speech by Beardsley Ruml, “Post War Fiscal Policy,” 
cited in Theodore O. Yntema, “Full Employment in a Private Enterprise System,” 
American Economic Review (Supplement), XXXIV (March, 1944), 111. There is even 
a similarity of words in Ruml’s speech and the CED’s Taxes and the Budget, which 
may or may not be attributed to the fact that at the time the latter was published Ruml 
was on the CED Board of Trustees, its Research and Policy Committee, and its Sub- 
committee on Taxes. In addition Ruml’s Tomorrow’s Business (New York: Farrar and 
Rinehardt, 1945, especially p. 229) follows the same pattern of thinking. 


75. Cf., e.g., Carl Shoup, “Three Plans for Post-war Taxation,” American Economic 
Review, XXXIV (December, 1944), 761; Arthur Smithies, “Full Employment in a Free 
Society,” American Economic Review, XXXV (June, 1945), 361. Richard D. Musgrave, 
“Alternative Budget Policies for Full Employment,” American Economic Review, XXXV 
(June, 1945), 387-400; Kenneth E. Boulding, The Economics of Peace (New York: 
Prentice-Hall, 1945), p. 161; Harold M. Groves, Production, Jobs, and Taxes (New 
York: McGraw-Hill, 1944), pp. 101-2; William Vickrey, “The Effect of Averaging on 
the Cyclical Sensitivity of the Yield of the Income Tax,” Journal of Political Economy, 
LIII (September, 1945), 275-77. 


76. John Philip Wernette, Financing Full Employment (Cambridge: Harvard Uni- 
versity Press, 1945), pp. 68-69. 
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The initial commitments should include provision for flexibility to cope with 
surprises in the short run—before we have either had time to adjust the basic 
structure of the fiscal system or even to determine whether the deflationary or 
inflationary drifts we are experiencing are deep-seated enough to justify such an 
adjustment. 

How far it is desirable to build automatic flexibility into the system (as by ex- 
tending current tax payments or social security), or how far it is desirable to set 
up machinery for swift changes in tax collections, transfer payments or public 
works depends on our estimates of the degree to which we may be surprised by 
future developments despite all foresight.77 


The foregoing contributions by Wernette and Hart were followed 
by almost simultaneously published studies that laid the basic frame- 
work for future discussions and analyses of “automatic stabilizers.” 
These were an article by Hart™® and another publication by the 
CED. Taking Hart’s article first we find here the most detailed 
analysis yet given to the concept of automaticity and the specific use 
of the term automatic stabilizers rather than vague references to the 
general idea: 


5. Automaticity. How near can a well-designed policy come to making the 
economy self-stabilizing within a reasonable range via such “automatic stabi- 
lizers” as unemployment insurance, pay-as-you-go taxes, and monetary reserve 
schemes? ... 

Flexibility to permit needed adaptations may to some extent be built into the 
structure of government operations. But conscious adaptation from time to time 
is also needed. The design of monetary-fiscal policy must take both types of 
adaptability into account. 

On the side of built-in flexibility, possibilities are substantial, but not sufficient 
for economic stabilization. Providing built-in flexibility means setting up arrange- 
ments such that events outside the control of policy which tend to weaken market 
demand for goods and services will themselves bring about events in the field of 
policy (such as reduction of government revenue or increase of government ex- 
penditure) tending to strengthen demand, while events outside the field of policy 
tending to strengthen demand will have inverse effects. The promising fields for 
such arrangements are unemployment compensation, pay-as-you-go taxes (and 
tax refunds), government expenditures in response to claims which will be in- 
creased by depression (of which there are examples in programs for veterans and 
for farmers), and various proposed automatic currency devices.7® 


But while Hart obviously deserves much credit for the gradual 
application of the concept of automaticity to existing institutional 
relationships, it appears that perhaps he should share this credit with 


77. Albert G. Hart, “Model-building and Fiscal Policy,” American Economic Review, 
XXXV (September, 1945), 551. 

78. Albert G. Hart, “The Problem of Full Employment: Facts, Issues, and Policies,” 
American Economic Review (Supplement), XXXVI (May, 1946), 281, 284. At the time 
this paper was written the author was an economist in the Research Division, Committee 
for Economic Development. 

79. Ibid. 
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members of the CED research staff who published Jobs and Mar- 
kets.®° The authors of this study, of which Hart was one,*’ provided 
an even more extensive analysis of specific automatic stabilizers than 
Hart did in his 1945 article. They discussed the built-in flexibility 
inherent in personal and corporate income taxes, aids to farmers and 
veterans, and unemployment insurance. In addition, some of the first 
and most logical and concrete suggestions for improving automatic 
stabilizers were set forth in this study. An examination of the litera- 
ture leads to no other conclusion than that this report and Hart’s 
article laid the basic framework for future considerations of built-in 
flexibility. The only significant theoretical additions were by Mus- 
grave and Miller (1948) and by Friedman (1948). 

As already indicated the next important developments were the _ 
results of Richard A. Musgrave and Merton H. Miller’s “Built-in 
Flexibility”*? and Milton Friedman’s “A Monetary and Fiscal 
Framework for Economic Stability.”** While Musgrave and Miller’s 
analysis was of a much narrower scope, dealing primarily with built- 
in taxes (and hence deriving limited conclusions as to effectiveness), 
Friedman dealt not so much with existing automatic stabilizers as 
with specific proposals aimed at setting up over-all automaticity for 
the economic system as a whole. Bach has correctly described Fried- 
man’s analysis and recommendations as “The most concise, com- 
plete, and theoretically explicit proposal. . . .”** 


IV. EvALUATION AND SUGGESTIONS FOR IMPROVEMENT 


An overwhelming majority of economists have taken the position 
that automatic stabilizers are a favorable and desirable development 
contributing to over-all stability (psychological as well as econom- 
ic), and that further improvements are desirable, but that in and as 
of themselves automatic stabilizers are not adequate to forestall a 
major decline. Since it is not the purpose of this paper to evaluate 
and criticize the various interpretations of the effectiveness of exist- 

80. Melvin G. deChazeau, Albert G. Hart, Gardiner C. Means, Howard B. Myers, 
Herbert Stein, Theodore O. Yntema, Jobs and Markets: How To Prevent Inflation and 


Depression in the Transition (CED Research Study, New York: McGraw-Hill, 1946), 
pp. 65-82. 


81. Whether Hart’s thinking on automatic stabilizers was strongly influenced by mem- 
bers of the CED research staff or vice versa would be interesting to know. Judging from 
published material, however, it is not too unsafe to conjecture that the latter was more 
significant. 


82. Op. cit. 
83. Op. cit. 


84. Bach, “Monetary-Fiscal Policy Reconsidered,” Journal of Political Economy, 
LVIII (October, 1949), 390, n. 18. 


Pe 
4 
c 
r 
n a 
) 
| 
| 
| 


438 The Journal of Finance 


ing automatic stabilizers, or the proposals for additional stabilizers, 
the interested reader can be referred to the sources herein cited.** Of 


85. Specific criticisms of the CED proposals are to be found in Alvin H. Hansen, 
Monetary Theory and Fiscal Policy (New York: McGraw-Hill, 1949), pp. 175-83, and 
Business Cycles and National Income, pp. 546-48; Samuelson, oP. cit., pp. 166-70; E. E. 
Hagen, “Some Implications of the CED’s Stabilizing Budget Policy,” Proceedings of 
the National Tax Association (1948), pp. 481-91. Mathematical and technical analyses 
include the following: Bretherton, op. cit.; E. Cary Brown, “Analysis of Consumption 
Taxes in Terms of the Theory of Income Determination,” American Economic Review, 
XL (March, 1950), 74-89; Daniel Creamer, “Importance of Government Offsets to Cy- 
clical Losses in Personal Income,” Conference on Policies To Combat Depressions (New 
York: National Bureau of Economic Research, 1953), chap. iii, pp. 1-26; Victor Edel- 
berg, “Flexibility of the Yield of Taxation—Some Econometric Investigations,” Journal 
of Royal Statistical Society, CIII (Part II, 1940), 153-59; Richard Goode, “Corporate 
Income Tax in a Depression,” National Bureau of Economic Research, op. cit., chap. v, 
pp. 1-38; David W. Lusher, “The Stabilizing Effectiveness of Budget Flexibility,” Con- 
ference on Policies To Combat Depressions, chap. ii, pp. 1-49; Joseph A. Peckman, 
“Effect of Built-in Flexibility and Rate and Exemption Changes on the Federal Indi- 
vidual Income Tax during a Recession,” Conference on Policies To Combat Depressions, 
chap. v, pp. 1-42; Musgrave and Miller, op. cit.; Richard E. Slitor, “The Flexibility of 
Income Tax Yield under Averaging,” Journal of Political Economy, LIV (June, 1946), 
266-68, and “The Measurement of Progressivity and Built-in Flexibility,” Quarterly 
Journal of Economics, LXII (February, 1948), 309-13; William Vickrey, “Some Limits 
to the Income Elasticity of Income Tax Yields,” Review of Economics and Statistics, 
XXXI (May, 1949), 140-46. Further evaluations, some of which are quite detailed, 
others of which consist merely of general statements, include Bach, “Monetary-Fiscal 
Policy Reconsidered,” pp. 383-94; O. H. Brownlee, “Timing and Administering Fiscal 
Policy—Discussion,” American Economic Review (Supplement), XXXVIII (May, 
1948), 449; Committee for Economic Development, Defense against Recession, pp. 12- 
13, and Jobs and Markets, pp. 63-84; Clark, Guideposts in Time of Change, p. 103; 
Colm, Fiscal Policies and the American Economy, pp. 240-41, 245-49, and The Ameri- 
can Economy in 1960, pp. 70-72; Egle, op. cit., pp. 37, 49, 54-55, 78, 245; Richard 
Goode, “Anti-inflationary Implications of Alternative Forms of Taxation,” American 
Economic Review (Supplement), XLII (May, 1952), 147; Hagen, “The Problem of 
Timing Fiscal Policy,” American Economic Review (Supplement), XXXVIII, 420; Al- 
bert G. Hart, “The Problem of Full Employment: Facts, Issues, and Policies,” American 
Economic Review (Supplement), XXXV (June, 1945), 284-85, “Timing and Adminis- 
tering Fiscal Policy: How To Give Relevant Counsel,” American Economic Review 
(Supplement), XX XVIII (May, 1948), 434, Money, Debt, and Economic Activity, pp. 
462-74, 479; National and International Measures for Full Employment, pp. 37-38; 
Richard A. Musgrave, Public Finance and Full Employment, pp. 41-43; “Built-in Flex- 
ibility,” American Economic Review, XXXVIII, “Fiscal Policy in Prosperity and De- 
pression,” American Economic Review (Supplement), XXXIII (May, 1948), 383-94, 
and dissenting discussion by William Vickrey, pp. 409-13 ; National Planning Association, 
“Federal Expenditures and Revenue Policy for Economic Stability,” report of a group of 
prominent economists, reprinted in Federal Expenditure and Revenue Policies, Hearing 
before the Joint Committee on the Economic Report (September 23, 1949), 79th Cong. 
(Washington, D.C.: Government Printing Office), p. 9; Henry M. Oliver, “Fiscal Policy, 
Employment and the Price Level,” Fiscal Policies and the American Economy, pp. 110, 
131-32; Poole, op. cit., pp. 28-29; “Problems of Economic Instability,” op. cit., p. 520; 
Department of Economic Affairs, United Nations, Problems of Unemployment and In- 
flation, 1950 and 1951, Analysis of Replies by Governments to a United Nations Ques- 
tionnaire (Lake Success, New York, 1951) ; Sumner H. Slichter, The American Economy: 
Its Problems and Prospects (New York: Alfred A. Knopf, 1949), pp. 107-9, 113; What’s 
Ahead for American Business, pp. 75-76; “Our Economy Was Never More Stable,” New 
York Times Magazine (October 17, 1948), p. 7; David McCord Wright, Democracy and 
Progress (New York: Macmillan, 1948), pp. 190-91; and Capitalism (New York: Mc- 
Graw-Hill, 1951), p. 196. Further evaluative statements are to be found in the principles 
and business cycle texts, the vast majority of which take the position of limited effective- 
ness. 
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particular interest are the claims which have been made for the auto- 
matic stabilizers in dampening the recession of 1949.%* 
The suggestions for improvement of automatic stabilizers are 
legion. Some of the proposals for improvement have been income-tax 
averaging over a period of years,*’ increasing the progressivity of the 
income tax, putting the income tax on a quarterly rather than an 
annual basis,** prompter payment of income-tax refunds,® elimina- 
tion of exemptions on the income tax accompanied by a weekly or 
monthly family allowance check of equivalent value (in cases of 
unemployment the tax would stop at once and the exemption allow- 
ance checks would keep on running),®° business-loss carry-backs be 
extended to more than a one year carry-back,” corporate income-tax 
averaging,*” payment of corporate income tax on a pay-as-you-go 
basis,** a labor contract in which shortening of hours would precede 
lay-offs,°* stable money and 100 per cent reserve schemes,®* various 
improvements in social security (expanded coverage, enlarged maxi- 
mum benefits, extended period of coverage, and a correction of the 
destabilizing merit rating system),*° the “stabilizing budget policy” 
86. Gordon, op. cit., pp. 439-45; Midyear Economic Report, July, 1952, pp. 109-10; 


Colm, Essays in Public Finance and Fiscal Policy, p. 216, citing the President’s Economic 
Reports of July, 1949, and January, 1950; CED, Defense against Recession, pp. 89-90. 

87. William Vickrey, “The Effect of Averaging on the Cyclical Sensitivity of the Yield 
of the Income Tax,” Journal of Political Economy, LIII (September, 1945), 275-77, 
“Averaging of Income for Income Tax Purposes,” Journal of Political Economy, XLVII 
(June, 1939), 379-97, and “Fiscal Policy in Prosperity and Depression—Discussion,” 
American Economic Review (Supplement), XX XIII (May, 1948), 409-13; Henry C. 
Simons, Personal Income Taxation (Chicago: University of Chicago, 1938), p. 212, and 
“Federal Tax Reform,” in Planning and Paying for Full Employment, ed. by Abba P. 
Lerner and Frank D. Graham, p. 116; Hart, Money, Debt, and Economic Activity, p. 
468; CED, Jobs and Markets, p. 70. Vickrey reports in the first-mentioned article that 
the cumulative method of averaging increases the cyclical sensitivity of the personal 
income tax while the methods used by Simons and Groves has a neutral effect. 

88. Albert L. Meyers, “Some Implications of Full Employment Policy,” Journal of 
Political Economy, LIV (June, 1946), 262-64. 

89. Hart, Money, Debt, and Economic Activity, p. 467; CED, Defense against Re- 
cession, p. 23. 

90. Hart, Money, Debt, and Economic Activity, p. 481, and “Timing and Administer- 
ing Fiscal Policy,” American Economic Review (Supplement), XX XVIII (May, 1948), 
436. 

91. CED, Defense against Recession, pp. 23-24. 

92. Hart, Money, Debt, and Economic Activity, p. 468; “Federal Expenditure and 
Revenue Policy for Economic Stability,” op. cit., p. 11. 

93. CED, Jobs and Markets, p. 73. 

94. Hart, “Timing and Administering Fiscal Policy,” American Economic Review 
(Supplement), XXXVIII (May, 1948), 435. The labor contract might be more appro- 
priately classified under flexible formula plans. 

95. Simons, A Positive Program for Laissez-Faire; Benjamin Graham, o?. cit.; Egle, 
op. cit., pp. 67-68; Friedman, op. cit. 


96. Hart, Money, Debt, and Economic Activity, p. 468; CED, Jobs and Markets, 
p. 79, and Defense against Recession, p. 24; Lindholm, op. cit., pp. 387-88. 
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of the CED” and Ruml and Sonne,” and various suggested counter- 
cyclical improvements in the farm price program.” 

Due to the supposed limitations of automatic stabilizers as com- 
pared with the formula flexible stabilizers and the small difference in 
degree of operation but larger difference in potential effectiveness of 
the two, perhaps more significant proposals have been offered with 
reference to formula flexible plans. The more obvious formula flex- 
ible plans have called for flexible tax rates,?°° contributions under a 
comprehensive social security plan that vary with the level of em- 
ployment,’ social security payments that increase as unemployment 
increases,’®? national income insurance to underwrite total consumer 
demand,’ variable central bank controls,’ grants-in-aid for public 
works,’” food-stamp plans,’ and tax rebates (and subsidies)! to 
vary with some predetermined index. 


V. SUMMARY AND CONCLUSIONS 


1. It seems conceptually advantageous in discussions of stabiliza- 
tion policy to differentiate such ideas as pump-priming, compensa- 
tory spending, institutional stabilizers, discretionary policies, formu- 
la flexibility, and automatic stabilizers. The last two are very similar 
and often there is only a fine line between them: they differ only as 
to timing. 

2. The importance of automatic stabilizers for fiscal policy is that 
present automatic stabilizers have only limited effectiveness, as 
studies have shown. Improvements and additions to existing auto- 
matic stabilizers would no doubt strengthen their effectiveness, but 
this does not seem to be politically feasible under existing conditions. 


97. Taxes and the Budget. 

98. Op. cit. 

99. Cf. Theodore W. Schultz, Agriculture in an Unstable Economy (New York: 
McGraw-Hill, 1945), pp. 220-35. For further proposals and a criticism of Schultz’s plan 
see Geoffrey Sheppard, Agricultural Price and Income Policy (3d ed. rev.; Ames, Iowa: 
Collegiate Press, 1952). The “Brannon Plan” has also been supported in this respect. 

100. Clarke, Guideposts in Time of Change, p. 103 ; Boulding, op. cit., pp. 161-62. 

101. The British White Paper of May, 1944. 

102. Alvin H. Hansen, “Stability and Expansion,” Financing American Prosperity, 
ed. by Paul T. Homan and Fritz Machlup (New York: Twentieth Century Fund, 1945), 
p. 214, citing the British White Paper on Employment Policy. 

103. John H. G. Pierson, Fiscal Policy for Full Employment (National Planning Asso- 
ciation Pamphlet No. 45, Washington, D.C., 1945), p. 35. 

104. Egle, op. cit., p. 78. 

105. Pierson, op. cit., p. 33. 

106. Clark, Guideposts in Time of Change, p. 99. 


107. Ibid. 
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Expert opinion maintains that automatic stabilizers as they exist 
cannot forestall a serious blow. They must be accompanied by dis- 
cretionary and other policies. 

3. Because of their mode of operation it seems safe to conjecture 
that automatic stabilizers have no doubt received considerable sup- 
port from (1) those who wish to avoid central discretionary con- 
trols and (2) those who wish to maintain price stability and avoid 
the political tinkering inherent in discretionary controls. 

4. The origin of the concept of automatic stabilizers can be traced 
to several sources or strands of development. (1) There no doubt 
was some carry-over from the classical concept of automaticity 
wherein certain forces were assumed to automatically maintain the 
economy at levels of full employment of resources according to pre- 
determined mechanisms which the state was to enforce, but with a 
minimum of intervention of any other type. (2) Poole maintains that 
the reasoning underlying the operation of the Independent Treasury 
was that of automatic stabilization. The influence of this operation 
on the thinking of contemporary economists, however, has not been 
obvious—a fact which leads one to the conclusion that it was not a 
strong influence. (3) Of more obvious importance in influencing the 
application of automaticity to current economic mechanisms have 
been the monetary theorists who developed their own automatic 
schemes with respect to the 100 per cent and the commodity reserve 
systems (Simons, Frank D. Graham, and Benjamin Graham). Their 
influence, although they dealt primarily with narrower monetary 
problems, is given credit in the writings of contemporary proponents 
or discussants of automatic stabilizers. (4) It seems that at least 
some theoretical credit should be given to Keynes, Hansen, and 
Lerner who (in sequence) set up the fiscal-monetary framework and 
techniques for employment stabilization under which the application 
of automatic stabilizers was to be fulfilled. Many of the proposals 
set forth or implied by these men were “automatized” by other 
economists. (5) The last strand in the development of the concept 
and application of automatic stabilizers came in the form of specific 
proposals and elaborations. The problem of counter-cyclical taxes 
has a rather long background but was dealt with in a narrow manner 
and little attempt was made to expand the inferred automaticity to 
other areas. The same is true for unemployment insurance. As this 
paper has shown, however, very significant contributions were made 
by Myrdal (1939), Hansen (1941), Ruml and Sonne (1944), Hart 
(1945, 1946), Wernette (1945), the CED (1946), Musgrave and 
Miller (1948), and Friedman (1948). 
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THE MAJOR STUDIES in the field of measuring life insurance saving 
have been made by Paul Geren, Raymond Goldsmith, and the Secu- 
rities and Exchange Commission.’ The balance sheet approach (an- 
nual changes in assets), used by Goldsmith and the SEC, and the 
income and expenditures approach, used by Geren, have been aggre- 
gative. The annual changes in these aggregates (annual saving) tell 
little or nothing about the constituent streams making up the flows 
of income and expenditures through the life insurance industry. 

In contrast to the aggregative method of these investigations this 
paper measures savings through life insurance as the excess of five 
major net cash flows of income over three major net cash flows of 
expenditures. This method goes far beyond the simple aggregation of 
income and expenditures carried out by Geren, and makes it possible 
to show the effect of these flows, as they changed in size, on income 
and expenditures, and to show for the first time the reasons for 
changes in insurance net income (policyholders’ savings) for the 
years 1928-50. 

The method of showing savings in the form of component flows 
makes it possible to distinguish between stable and unstable flows 
and to understand more clearly than before the nature of saving 
through life insurance. Furthermore, in the course of constructing 
separate income and expenditure flows for the insurance industry the 
reasons for variations in the annual rate of change in aggregate 
assets become clear. 

The excess of insurance income over expenditures is policyholders’ 
savings and is defined as “internal” savings. Another important form 

1. Paul F. Geren, “An Analysis of Life Insurance Savings in the American Economy,” 
thesis submitted in partial fulfilment of the requirements for the degree of Doctor of Phi- 
losophy in the Division of History, Government, and Economics at Harvard University, 
April 1, 1941. Harvard College Library. 

R. W. Goldsmith, A Study of Saving in the United States, three volumes (Princeton, 
New Jersey: Princeton University Press, 1955). 


Irwin Friend and Vito Natrella, Individuals’ Saving (New York: John Wiley and Sons, 
Inc., 1954). 
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of savings through life insurance companies is the savings-repay- 
ment flow of private and government debtors. This flow takes the 
form of maturities and scheduled amortization payments on bonds, 
mortgages, and other indebtedness, and is defined as “external” sav- 
ings. Internal and external savings together are the amount of new 
money the life insurance companies have available to finance capital 
formation. Using the statistical methodology developed in this paper, 
an estimate of new money (internal and external savings) available 
for investment is made for the life insurance industry for the years 
1947-50. 

The analysis of internal savings is shown in Table 1. Five major 
income and three expenditure flows were constructed from the ac- 
counting records of the twenty largest United States life insurance 
companies.” These companies were chosen because they were a man- 
ageable number of companies to study and held for the twenty-three 
year period under study, 1928-50, almost 80 per cent of the adjusted 
ledger assets of the industry.* By type of portfolio holding and in 
investment practice they were fairly representative of another 10 
per cent of the industry’s assets. Furthermore, their statements were 
available and uniform in the New York Insurance Report, Volume 1, 
Life Insurance. These twenty companies were probably not repre- 
sentative of the hundreds of small companies accounting for about 
10 per cent of the industry’s assets. For the industry as a whole 
aggregate income and expenditures are constructed for 1947-50 and 
shown in Table 5. 

The size of a few of the non-saving flows (refunding and refinanc- 
ing) through the industry will be shown in the course of constructing 
net cash flows of internal and external savings. Not the non-saving 
flows themselves, but their segregation from the flows of internal and 


2. See Table 1. The twenty companies are The Metropolitan, Prudential, Equitable 
Assurance of N.Y., New York Life, John Hancock, Northwestern Mutual, Mutual Life 
of New York, Massachusetts Mutual, Penn Mutual of Philadelphia, Mutual Benefit, 
Newark, N.J., New England Mutual, Connecticut Mutual, Provident Mutual, Phoenix 
Mutual, Bankers Life of Iowa, National Life of Vermont, and four stock companies, 
Travelers, Aetna, Union Central, and the Connecticut General. 


3. An understanding of the meaning of “admitted assets” and “ledger assets” is essen- 
tial. Ledger assets generally consist of the book value of real estate and bonds, mortgage, 
collateral, and policy loans, premium notes, cash, deposits in trust companies and banks 
not on interest, and agents balances, net. The annual change in ledger assets is the net 
of income and disbursements. Non-ledger assets consist of gross interest due and accrued, 
amortized or investment value of bonds over book value, market value of stocks over 
book value, net uncollected and deferred premiums, and accident and health premiums 
due and unpaid. Ledger and non-ledger assets together make up gross assets. To arrive 
at admitted assets certain assets must be deducted from gross assets. Among these de- 
ductions are agents’ debit balances, gross, and premium notes, policy loans and other 
policy assets in excess of net value. 
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external savings is the nub of the statistical problem. Past attempts 
to measure external savings flowing through the industry have been 
mainly struggles to devise methods to separate from the gross flow 
the meaningful savings flows. In the process of developing and 
demonstrating a method of accomplishing this task, modest success 
was achieved in distinguishing between the savings-repayment flow 
and the gross flow. The problem will become clearer with its state- 
ment in terms of actual financial transactions. 


I 


The annual aggregate flow of funds through the long-term capital 
markets during the postwar years has been exceptionally heavy. This 
flow was from three types of transactions, two of which, internal and 
external savings, have already been discussed. These two flows were 
only a small part of the total flow. The third element, non-saving 
transactions such as refunding, refinancing, and the sale and ex- 
change of assets, was very large. The continuous buying and selling 
transactions of all trust funds, banks, savings and loan associations, 
and insurance companies swelled the total flow to unprecedented 
proportions. Inasmuch as the flow was mainly a great trading opera- 
tion in outstanding paper it was not a measure of real economic 
activity defined as the volume of new money provided annually to 
finance economic growth. 

As an indication of the size of the total or gross flow, life insur- 
ance companies alone, for example, bought $12.2 billion of obliga- 
tions of various kinds in 1950 and $18.1 billion in 1951. 

This capacity to absorb market offerings is only an apparent one. 
In 1950, for example, the life insurance industry’s fund of net cash 
(internal and external savings) available for new investment was 
about $5.2 billion, or about 43 per cent of the flow of funds into 
gross acquisitions.* The difference between net cash generated by 
internal and external savings through the industry and gross cash 
available to acquire $12.2 billion of investments in 1950 was ac- 
counted for by the reduction of $1.8 billion in the industry’s U-S. 
government bond holdings, and innumerable non-saving transactions 
of sale and purchase of all types of debt, public and private, over 
twelve calendar months. 

Of the internal savings flows, space permits discussion only of first 
year’s and renewal premiums on the income side and payments to 
policyholders on the expenditures side. The reasons for changes in 


4. Table 6. 
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the bond and mortgage interest flows should be readily apparent to 
financial specialists without extended analysis. 

The period covered was 1928-50. It was chosen because it was one 
of extreme change in income and employment and in savings and 
consumption, and should adequately test the income and expendi- 
tures flows in Table 1 for stability or lack of it. It covers the last 
two years of the boom of the twenties, the Great Depression and the 
partial recovery of the mid-thirties, the recession of 1937-38, World 
War II, the postwar boom, the moderate decline in economic activity 
in 1948-49, and the beginning of the Korean war. The period also 
coincides with the gross national product and national income esti- 
mates of the U.S. Department of Commerce for 1929-50, permitting 
relationships to be made between the Commerce estimates of per- 
sonal disposable income and the data developed in this study. 


A. FIRST YEAR’S PREMIUMS 


Of the five flows making up total income in Table 1 all but first 
year’s premiums are relatively stable from year to year. First year’s 
premiums fluctuate sharply for a number of reasons. It is the only 
one of the income series in which completely voluntary decisions to 
save through life insurance have an immediate effect on the size of 
the flow. That the individual saver has regarded life insurance as a 
repository for savings is indicated by the doubling of the first year’s 
premium flow from $313 million in 1932 to $626 million in 1935.5 
This increase was the largest and sharpest in the period covered, 
and the flow in 1935 was the highest recorded. Between 1932 and 
1935 the flow of first year’s premiums from annuities increased 3.7 
times while the flow from other insurance contracts increased 1.3 
times. 

The acceleration in the flow of first year’s premiums between 1932 
and 1935 was the result of a flight of savings from other financial 
institutions into insurance companies and perhaps even of dishoard- 
ing by individuals who preferred what appeared to be the relative 
safety of insurance contracts to cash holdings. 

By 1939 the flow of first year’s premiums had declined to some- 
thing like normal proportions. Since that year it increased only 
moderately, reaching a second peak in 1946, and then declining sub- 
stantially until 1949. 

In 1942 and 1943 first year’s premiums declined sharply. This de- 
cline can be explained by the shift of a large part of the insurable 


5. New York Insurance Report, Part Il, Life Insurance, annual volumes. 
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TABLE 1 


SOURCES OF THE FLOW OF POLICYHOLDERS’ NET CASH SAVINGS THROUGH 
THE TWENTY LARGEST U.S. LEGAL RESERVE 
LIFE INSURANCE COMPANIES,* 1928-50 
(Millions of Dollars) 
A. COMPONENT FLOWS OF INCOME AND EXPENDITURES 


Period 


1928.... 
1930. ... 
1933.... 


First 
Year’s 
Premi- 

ums 


Renewal 


Premiums 
and Other 


Insurance 
Income 


IncoME 


Gross 


Interest 
on Mort- 


gage 
Loans 


Gross 


Interest 


Other 


on Bonds __Invest- 


and 


ment 


Dividends In- 
on Stocks come 


B. DERIVATION OF NET CASH SAVINGS AVAILABLE FOR NEW INVESTMENT 


NNN NN 


wow 


Teases. 


2;937 


Source: New York Insurance Report, Vol. 1, Life Insurance, annual volumes. 
* In 1950 these companies held 80 per cent of the adjusted ledger assets of the industry. 


t Equal to increase in ledger assets after adjustment for increases in policy loans, capital gains and losses, 
and capital stock increases and 


EXPENDITURES 
Agency 
Pay- Expenses 
ments andCom- Other 
to Policy- mis- Ex- 
holders sions Penses 
1,042 336 257 
1,264 357 282 
1,390 357 296 
1,690 333 309 
2,103 294 318 
2,144 269 329 
1,873 284 347 
1,732 297 388 
1,636 298 427 
1,643 309 445 
1,762 205 444 
1,792 291 448 
1,806 287 460 
1,719 294 476 
1,631 302 480 
1,649 314 468 
1,654 340 536 
1,742 364 541 
1,827 417 606 
2,081 459 576 
2,325 487 576 
2,522 497 648 
2,784 522 739 
Net Income 
Adjusted and 
Increase Available 
in Policy for New 
Loans Investmentt 
—159 1,050 
—309 870 
—318 810 
—421 630 
—350 241 
19 485 
77 1,051 
99 1,335 
ili 1,455 
5 1,368 
1 1,296 
115 1,413 
125 1,507 
143 1,751 
187 1,973 
232 2,238 
183 2,426 
134 2,545 
61 2,553 
— 47 2,570 
—102 2,675 
—115 2,621 
—117 2,820 


en 
it di 
in 
pl 
| 
292 «1,947. 227 103 P 
304 2,109 299 252 117 fl 
306 S316 272 135 
366 313 292 156 
297 2,244 281 298 185 fi 
337 2,130 234 292216 b 
1934.... 497 2,184 240 309 (248 
1935.... 596 2,217 225 338 277 fi 
1936.... 486 2,316 218 384 (302 
1937.... 413 2,409 204 420 313 
1938.... 387 2,451 203 444 310 n 
1939.... 329. 2,507 205 477s 310 
1940.... 371 2,546 206 510 301 
1941.... 384 2,668 212 538 294 i 
1942.... 303 2,795 219 606 276 
1943.... 316 2,909 221 643 «258 
1944.... 413 33226 214 701 220 t 
1945.... 415 3,467 208 778 190 
1946... 507 3,651 818 «165 
1947.... 504 3,986 215 870 159 f 
1948.... 467 4,351 257 918 172 } 
1949.... 415 4,498 315 985 190 | 
1950.... 441 4,915 383 1,035 209 
Total 
Total Expend- Net 
Period Income itures Income 
1928........ 2,844 1,635 1,209 | 
1929........ 3,082 1,903 1,179 
1,128 
1,051 
1932........ 3,306 591 
1933........ 3,209 466 
1934........ 3,478 974 
| 1,236 
1936........ 3,705 1,344 
1937........ 3,760 1,363 | 
1938........ 3,795 1,295 
1939........ 3,829 1,298 
1940........ 3,935 ; 1,382 
1941........ 4,097 1,608 
1942........ 4,199 1,786 
1943........ 4,438 2,006 
1944........ 4,774 2,243 
1945........ 5,058 2,410 
1946........ 5,342 2,492 
1947........ 5,733 2,617 
1948........ 6,166 2,778 
: 1949........ 6,403 2,737 
i 1950........ 6,983 { 
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population to the armed services. Furthermore, additions to the 
employed civilian labor force, resulting in rapid increases in personal 
disposable income, did not create a new group of savers through life 
insurance. This was because many new workers regarded their em- 
ployment as temporary. Others were uninsurable because of age or 
physical handicap. For many of these workers saving through war 
bonds was preferred to saving through life insurance, and the com- 
petition of war bond sales was a strong one, tending to depress the 
flow of first year’s premiums. Another important factor was the dis- 
organization of companies’ sales staffs because of the draft. And, 
finally, the term or purely protective element in life insurance has 
been increasing rapidly and acting as a brake on the growth of the 
first year’s and renewal premium flow. 

Drawing a line between first year’s premiums, which incorporate 
most of the voluntary decisions associated in this paper with saving 
by individuals, and the other income flows is important to show that 
increases in net income depend much more on the contractual nature 
of the interest and renewal premium flow than on initial and volun- 
tary decisions to save. The distinction is an important one. For those 
directly or indirectly concerned with the sources of funds and their 
flows into the capital market, it is of primary interest to know where 
funds may come from and their amounts in any period. If, for any 
reason, individual savers decide, en masse, not to save through life 
insurance but through other forms of savings, a reversal of events 
between 1932 and 1935, the effects on the capital market would be 
important. For instance, prolonged shifts of new savings from insur- 
ance companies to mutual savings banks or savings and loan asso- 
ciations would result in a greater flow of money available for the 
financing of residential construction, and a smaller amount available 
for plant and equipment construction, one of the traditional avenues 
of investment for insurance companies. Because individuals’ deci- 
sions to save or not to save through life insurance are reflected in the 
flow of first year’s premiums, knowledge of the behavior of this flow 
and the forces affecting it is important. 

The twenty-three-year history of first year’s premiums shows that 
it was highly unstable compared with the other components of in- 
come. The rather stable growth in total income is due to the other 
income flows. 


B. RENEWAL PREMIUMS AND OTHER INSURANCE INCOME 


While the first year’s premium flow was quite erratic and sensitive 
to depression and war, the renewal premium flow was relatively 
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stable, and for most years since 1936 showed annual rates of increase 
from about 4.5 to 9 per cent. Three- and four-year sections of the 
renewal premium curve exhibit exponential characteristics. 

As a share of the total income flow, renewal premiums ranged 
from 70 per cent in 1929 to a low point of 60 per cent in 1935 and 
then back to 70 per cent in 1949 and 1950. Between 1940 and 1950 
the renewal premium flow doubled. Although the Great Depression 
with its surrenders of insurance contracts accounted for much of the 
decline in the share of renewal premiums in total income, the increas- 
ing amounts of term, group, and other low-cost insurance written 
also tended to postpone the return of the renewal premium flow to 
its predepression size. 

Compared with disposable personal income, the renewal premium 
flow shows an excellent degree of correspondence with disposable 
personal income. The two series reached a trough in 1933. The flow 
of renewal premiums corresponded with the movement of disposable 
personal income between 1934 and 1937, although renewal premiums 
increased at a slower rate. Between 1937 and 1938 disposable per- 
sonal income declined, and the rate of growth of renewal premiums 
slowed perceptibly in 1938. From 1939 to 1948 the two series in- 
creased, with disposable personal income showing a more rapid rate 
of growth until 1948. In 1949 disposable personal income declined 
very slightly, and the rate of growth of renewal premiums also de- 
clined. In 1950 both series increased at about the same rate. 

The renewal premium flow shows sensitivity to war and depres- 
sion, but this sensitivity takes the form of a declining rate of increase 
rather than an absolute decrease. The reason for this is the cumula- 
tive and contractual nature of the renewal premium flow. Only in 
1933 did the renewal premium flow decrease and then by a relatively 
smaller amount than disposable personal income. 

Fluctuations in the renewal premium flow were more marked be- 
tween 1928 and 1933, when first year’s premiums combined were 
about 13 per cent of the total premium flow. In 1945-50 combined, 
first year’s premiums were 10 per cent of total premiums and other 
insurance income. 

The renewal premium and investment income flows together are 
becoming a greater percentage of total income, and, of course, the 
first year’s premium flow a smaller percentage. As a percentage of 
total income, first year’s premiums have declined from 10 per cent in 
1928-31 combined to about 7.5 per cent in 1946-50 combined. Be- 
cause first year’s premiums flow is volatile and because it is declining 
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relative to total income, the effect of its yearly swings on total in- 
come is becoming less marked. 

One may speculate about the future. Up to now, renewal premiums 
and total investment income have maintained approximately the 
same percentage relationship to total income. But will this relation- 
ship continue to hold? Will the compounding effect of interest return 
eventually result in a more rapid growth of investment income rela- 
tive to premium income? If this should happen, and much depends 
on the pattern of yields and on individuals’ appetite for high cost and 
high premium insurance as against term and lower premium insur- 
ance, then the very stable investment income flow may one day be 
the most important of the income flows, conferring even greater 
stability on total income than it does now. 


C. PAYMENTS TO POLICYHOLDERS 


As might be expected, total expenditures conform very closely to 
the flow of payments to policyholders because of the proportionately 
large size of this flow. In the 30’s, payments to policyholders and 
total expenditures reached a peak in 1933. The flow of payments to 
policyholders, particularly from surrenders, showed sensitivity to a 
sharp decline in income and employment. Increases in this payment 
flow, beginning in the 40’s, were the result mainly of substantial in- 
creases in insurance in force. In 1933, when payments to policy- 
holders were at a peak of $2.1 billion, all types of life insurance in 
force were $98 billion and the heavy payments flow reflected the 
economic distress of the period. In 1950 payments to policyholders 
were $2.8 billion and all types of insurance in force were $242 bil- 
lion. Payments during most of the 30’s, then, reflected in substantial 
part the dissaving of policyholders while the much greater flow of 
payments in the 40’s constituted a normal flow which was a function 
of increasing amounts of life insurance in force. 

As a possible offset to those factors mentioned that might in the 
future depress the renewal and total income flows, the trend to types 
of life insurance emphasizing the protective rather than the savings 
element will tend to lessen the flow of payments to policyholders and 
total expenditures in periods of economic distress. To illustrate this 
the record of the growth of group life insurance in force shows a very 
rapid movement toward a form of insurance in which policyholder’s 
equity is insignificant. Between 1933 and 1950 group life insurance 
increased from $8.7 billion to $50.9 billion, an increase of almost six 
times. During the same period ordinary life insurance in force, in 
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which the savings element is significant, increased from $70.9 bil- 
lion to $149.8 billion, an increase of less than two times. Payments 
to policyholders which dominate the total expenditures flow should 
develop swings of smaller depth and amplitude as the equity element 
of this flow grows smaller with the growth of term and group 
insurance. 


II 


With the publication of the General Theory in 1936, the studies of 
national income and its components by the National Bureau of Eco- 
nomic Research during the last fifteen years, and the continuing 
work of the National Income Division of the Department of Com- 
merce in refining income estimates, the construction of aggregate 
consumption functions has absorbed economists and statisticians. 
The analyses of the relation of consumption to income have been for 
the most part macro-economic. In this period approximately one 
hundred aggregate consumption functions have been fitted to data 
for the United States.® 

Virtually the same intensity and scope of effort have been applied 
to developing aggregative savings functions intended to describe the 
saving behavior of all individuals. Most estimates of savings in the 
United States have relied on the Department of Commerce’s esti- 
mate of personal savings. But there is no reason why different sav- 
ings functions should not be developed for different classes of savers 
and forms of saving. The series showing the components of insur- 
ance saving allow an intensive analysis of the various streams of in- 
surance saving and the calculation of a savings function for each 
stream of saving. 

It may be worth emphasis to point out that the savings function 
derived from relating net income developed in this study and dis- 
posable personal income is conceptually more flexible than functions 
based on the Goldsmith or SEC series. The net income savings func- 
tion is also a supply function because it measures the correlation of 
net savings in the form of net cash investable funds and disposable 
personal income. 

A savings function based on the relationship between annual net 
income adjusted and disposable personal income combines in the co- 
efficient income flows minus the costs (expenditures) of operating 
insurance companies. To the extent that motivations are responsible 
for individuals’ saving through insurance a savings function measur- 


6. Robert Ferber, A Study of Aggregate Consumption Functions (Washington, D.C.: 
National Bureau of Economic Research, Inc., 1953, Technical Paper 8), p. 6. 
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ing the relationships of disposable personal income to the income 
flows before deductions for expenses may be more significant. 

Before constructing savings functions the simple annual ratios of 
the stable income flows (first years’ premiums excluded) to dispos- 
able personal income are shown in Table 2. Their inherent stability 
is apparent. 


TABLE 2 


RATIOS OF STABLE INCOME FLOWS AND DISPOSABLE 
PERSONAL INCOME, 1929-50 
(Billions of Dollars) 


STABLE 
INSURANCE Net Income 
Dis- Income Flows ADJUSTED 
POSABLE Asa Asa 
PERSONAL Percentage Percentage 
YEAR INCOME Amounts of D.P.I. Amounts of D.P.I. 

Re 82.5 2.8 .87 1.1 
2.9 3.9 0.81 
aa 63.0 3.0 4.8 0.63 1.0 
ee 47.8 3.0 6.3 0.24 0.5 
45.2 2.9 6.4 0.49 
Se 51.6 3.0 5.8 1.05 2.0 
58.0 3.8 5.3 1.34 
65.5 3.4 $.2 1.30 2.0 
70.2 5.0 1.41 2.0 
ee 75.7 3.6 4.8 1.51 2.0 
1941. . 92.0 3:3 4.0 1.75 1.9 
116.7 3.9 3.3 1.97 
132.4 4.1 3.4 2.24 7.7 
147.0 4.4 3.0 2.43 
ee 151.1 4.6 3.0 2.55 1.7 
158.9 4.8 3.0 2.35 1.6 
169.5 5.2 3.1 2.57 
188.4 3.0 2.68 1.4 
187.2 6.0 2.62 1.4 
205.8 6.5 2.82 1.4 


Source: Department of Commerce and Table 1. 


What appear to be the salient points in this record of twenty-two 
years? 

First, the stable flows as absolute amounts declined only slightly 
during depression. Because of their stability, the ratios increased 
sharply as disposable personal income decreased. 

Second, the ratios increased during depression as income fell, but 
between 1942 and 1950 were relatively unchanged. During this 
period disposable personal income increased from $117 billion to 
$206 billion and the stable flows increased from $3.9 to $6.5 billion. 
The ratios were almost unchanged for the period 1942-50. 

The period under study is too short to draw any but tentative 


| 

: ~ 

f 

| 

| 

a 

| 


452 The Journal of Finance 


conclusions on the behavior of these ratios in depression, war, and 
price inflation, but at least one observation seems permissible. Even 
in a depression as severe as that of the early 30’s the stable income 
flows continued into the companies with relatively little change. For 
most of the inflationary decade of the 40’s, these flows into the 
companies increased in fixed relationship with increasing disposable 
personal income. 

The behavior of the annual ratios of net income adjusted (actual 
net saving of policyholders) to disposable personal income was quite 
different. Between 1929 and 1932 these ratios declined more than 
half. In absolute amounts net income adjusted declined from $870 
million in 1929 to $271 million in 1932. If monthly totals of insur- 
ance net income adjusted were available they might show, because of 
normal monthly growth, that at the beginning of the last quarter of 
1929 net income was higher than the $1,050 million reached at the 
close of 1929. Probably, in September or October, 1929, net income 
was about $1,200 million. The decline in annual life insurance saving 
from approximately $1,200 million in the third quarter of 1929 to 
$241 million in 1932 was approximately 80 per cent, and far greater 
than the 42 per cent decline in disposable personal income. Net in- 
come adjusted (net savings) showed great sensitivity to declining 
income, but did not fall as far or as rapidly as total personal saving 
less insurance saving. In 1932, personal saving was negative (dis- 
saving), while insurance saving was positive ($241 million). 

The coefficients of correlation and determination of d.p.i. and the 
various flows for 1929-50 are in Table 3.7 


7. All regression lines computed express a linear relation between disposable personal 
income and the various measures of saving through life insurance. The equations are in 
the form of S=b Y +a, and result in very high and positive correlation. Curvilinear 
regression equations were considered but the refinements introduced by these more com- 
plex assumptions would have been so small as to explain very little additional variance. 

The question naturally arises whether there has been a secular trend influencing the 
amount of disposable personal income saved through life insurance. This problem could 
have been analyzed by fitting a plane to the data of the form S = a Y + bt + c, where 
S = savings through life insurance, Y = disposable personal income, t = time, and a, b, c, 
are constants. In view of the high degree of correlation resulting from the use of one inde- 
pendent variable in S = b Y +a, and because of the extreme variations in disposable 
personal income over the twenty-two years under study, a plane was not used. 

Another method of isolating secular trend would have been to examine the linear re- 
lationship between the life insurance savings ratio (net income adjusted as a series of 
annual percentage of disposable personal income) and time. The equation would have 
the form Sr = life insurance savings ratio = At + c. A study of Table 2 shows that the 
life insurance savings’ ratio had increased sharply during the 1930’s and had been rela- 
tively constant during the decade of the 40’s. These changes dominate our rather short 
period of twenty-two years and obscure any really long-range trend in the life insurance 
savings function. The equation Sr = At + c, therefore, was not employed. 

The assumption that the life insurance savings ratio was a linear function of income 
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These very high degrees of correlation show that the average rela- 
tionship of these flows to disposable personal income is very close. 
For the entire period, 1929-50, the high degrees of correlation mean 
that these savings flows are not rigid but move flexibly with income. 
In a period such as 1929-32, when cyclical declines are deep and 
sharp, a group of contractual flows such as the stable insurance in- 
come flows exhibit stickiness. As annual percentages of disposable 
personal income the stable insurance income flows rise. For the 
whole period, however, the stable insurance income flows show them- 
selves to be closely correlated with disposable personal income. 


TABLE 3 
Y x r? 
Total insurance income .96 .92 
Stable insurance income flows .96 .92 
First year’s premiums .06 
Total premiums -96 -92 
Renewal premiums 97 


Of greatest interest is the high degree of correlation of renewal 
premiums with disposable personal income. The renewal premium 
flow is the “most contractual” of all the flows and showed rigidity 
when disposable personal income declined between 1929 and 1932. 
Nevertheless, the average relationship of renewal premiums and dis- 
posable personal income for 1929-50 was almost perfect. 

Is current income the most important determinant of saving? “The 


was also examined. The statement would be that the life insurance savings ratio = Sr = 
a¥+borS=aY2-+b Y. Although better fit would have resulted because of the sharp 
departure of the savings ratios from linear trend in the early thirties this refinement was 
ee undertaken in view of the very high correlation obtained from the simple assumption 

=bY+da. 

All these more complex assumptions were rejected, therefore, in favor of the relatively 
simple and straightforward statement of relationship that S= b Y +a. This equation 
can advantageously be stated as S = b (Y + a/b) where: 


S = Savings through life insurance 

Y = Personal disposable income 

b = Marginal propensity to save through life insurance 
a/b = zero savings point when a is negative 


All the coefficients of correlation appearing in the following pages were tested for sig- 
nificance by the Z’ transformation method, which tests the hypothesis that the under- 
lying, true coefficient of correlation is zero. The test indicates that all the coefficients of 
correlation, except those for disposable personal income and first years’ premiums for 
1929-50, 1929-40, and 1941-50, are significant at the 1 per cent level. This is to say that 
there is less than one chance out of one hundred that a sample coefficient of correlation, 
the magnitude of r, could have arisen from a population with a true coefficient of corre- 
lation of zero. 

The coefficient of determination, r?, is the percentage of the variance of Y accounted 
for by its linear relationship with X. The very low coefficient of determination for first 
years’ premiums indicates that most of the variance in this series must be explained by a 
variable or variables other than d.p.i. 
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long-run stability of the saving-income ratio for the nation, or for 
households, already indicates that if short-term fluctuations are dis- 
regarded current income is the most important single determinant of 
saving. This conclusion is confirmed by an analysis of annual data 
for saving and income, as well as by recent cross-section studies. It 
seems permissible to conclude that the level of current income is the 
main factor in determining level and movements of saving, not only 
in the long run but also for shorter periods; and not only for broad 
aggregates such as the nation or all non-farm households but also for 
groups of households and between individual households. It is fur- 
ther more reasonably certain that past income also has some influ- 
ence on the level and movement of saving, in the sense that con- 
sumption at a given level of income is higher, and hence saving 
lower, if that level is reached while income is declining rather than 
when it is rising. The relative influence of current and past income 
and the length of the past period when income has a significant in- 
fluence on current saving, however, are still open questions.””* 

Disposable personal income is the most important single deter- 
minant of saving through life insurance if this saving is defined as 
the excess of total income over total expenditures, or net income. 
Correlating these series, a coefficient of .93 was derived for net in- 
come, adjusted, and .96 for net income. But these are measures 
which, in the short-run at least, are loosely related to individuals’ 
current decisions to save as they are influenced by current disposable 
personal income. The flows of investment income and renewal 
premiums embody past decisions to save which in turn were influ- 
enced by past fluctuations in income. The fact that the degree of 
correlation (.96) is high for the stable (and contractual) income 
flows is a reflection not so much of the influence of current income on 
individual saving as of the capacity of mortgagees and government 
and corporate debtors to meet contractual interest payments to in- 
surance companies out of their current saving or cash reserves. 

The flow of first years’ premiums, alloyed though it is by the de- 
sire for insurance protection, is the only measure available of indi- 
viduals’ desire to save through life insurance free of contractual 
compulsion. For the period 1929-50 the coefficient of correlation of 
first years’ premiums and disposable personal income was .25. This 
low coefficient was mainly the result of the heavy flow of annuities 
into the industry when disposable personal income was declining. 


8. R. W. Goldsmith, “Trends and Structural Changes in Savings,” in Savings in the 
Modern Economy (Minneapolis: University of Minnesota Press, 1950), p. 142. 
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Even when the abnormal annuity flow was removed from first years’ 
premiums the coefficient of correlation was low. This leads one to 
question that current income is the most important single deter- 
minant of saving if the statement is narrowly applied to insurance 
saving. 

III 


Insurance companies supplied $5.2 billion in new money in 1950, 
and of this total $3.9 billion came from internal or policyholders’ 
savings. The remainder, $1.4 billion, has been defined in this study 
as external savings from corporate and government debtors and from 
mortgagees’ savings in the form of scheduled repayments of debt to 
insurance companies.’ Whereas the totals of policyholders’ savings 
shown in Table 1 are precise and derived by transforming the com-— 
panies’ annual statements from an accounting to an “economic” 
foundation (eliminating from income and expenditures all deferred, 
accrued, and noncash flows), external savings are broad estimates 
using the experience of the four largest companies in estimating bond 
flows, and of one company of medium size in estimating mortgage 
flows. 

Table 4 shows the savings of government and corporate debtors 
through insurance companies. Amortization payments, as distinct 
from refunding, refinancing, sales, and exchanges, are treated as sav- 
ings out of current income.”° 

In constructing Table 4, the bond schedules of the four largest life 
insurance companies were examined, transaction by transaction, in 
1947-50."" These four companies were selected for examination be- 
cause they held 51 per cent of the industry’s bond holdings in 1947- 
50. These holdings included almost every kind of loan customarily 
made by life insurance companies to business enterprises, although 
the portfolio distribution of loans by type might have varied some- 
what from that of smaller companies. Probably the four-company 
sample is more typical of the twenty largest companies, which held 
about 80 per cent of the industry’s admitted assets in 1950, than of 


9. Table 6. 


10. In this paper all scheduled payments as well as prepayments are assigned to the 
amortization or savings flow. Refunding, refinancing, sales, and exchanges are regarded 
as transfers of existing debt or the recreation of debt. The flows resulting from these 
transfers of debt provide no “new” money for capital formation. Net saving through 
insurance companies, whether internal or external, is available to finance new investment 
and is segregated from the gross flow in Tables 1, 3, 4, and 5. 


11. The Metropolitan Life Insurance Co., The Prudential Insurance Co. of America, 
The Equitable Life Assurance Society of the United States, and the New York Life In- 
surance Co. 
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the three hundred or more smaller companies accounting for the re- 
mainder of the industry’s assets. Not only is the sample adequate to 
estimate the general shape and magnitude of the non-saving (re- 
funding, refinancing, sales, and exchanges) and saving (amortiza- 


TABLE 4 


THE FLOW OF BOND AMORTIZATION AND OTHER PAYMENTS 
THROUGH ALL U.S. LEGAL RESERVE LIFE INSURANCE 
COMPANIES, 1947-50 
(Millions of Dollars) 


AVERAGE OF Fiow* 
Bonps Refunding, 
AT JANUARY 1 Refinancing, Amorti- 
Periop anp Kinp AND Sales, and zation 
1947 oF OBLIGATION DecemMBerR 31 Exchanges Payments Total 
Other governments...... 1,964 112 13 125 
2,858 181 69 250 
See 6,264 606 19 625 
Industrial and misc 4,142 157 178 335 
Other governments... ... 2,160 125 17 142 
Ee 2,923 57 58 115 
Eee 7,841 24 22 
Industrial and misc..... . 6,060 56 122 178 
1942 
Other governments. .... 2,431 137 27 164 
3,009 75 66 141 
Industrial and misc 7,916 217 256 473 
1950 
Other governments...... 2,565 164 124 288 
SS ae 3,102 137 46 183 
Industrial and misc..... . 9,103 450 366 816 


‘ * The industry flow is derived by applying to the average of bonds held by the indetey the 
our-company refunding and amortization flows as percentages of the average of bonds held by 

the four companies. 
tion payments) flows, but the heavy concentration of holdings 
enables a single investigator to inspect and analyze bond transactions 
with an expectation of completing the job in a reasonable period of 
time. 

Four years, 1947-50, were selected for study and analysis for a 
number of reasons. They were years of moderate deflation, recovery, 
price inflation, heavy consumption expenditures, rapid growth in 
gross private domestic investment and in the demand for capital 
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funds to finance this investment, and rapid shifts in liquid savings as 
well as in the more inclusive Department of Commerce series of per- 
sonal savings. Equally, if not more important, these years were of 
special interest because of government monetary and fiscal policy 
which guaranteed the liquidity of a large part of the government’s 
long-term debt and made available for capital expansion an addi- 
tional large supply of funds from long-term lenders who had financed 
the government during the war years. 


A. BOND AMORTIZATION AND REFUNDING 


The period 1947-50 shows the effects on the total bond flow of 
the concerted movement of insurance companies out of government 
bonds under the monetary policy of bond price pegging followed in 
that period. This guaranty of liquidity at or above par enabled the 
industry to shift quickly from low-yielding governments to the higher 
yielding issues of corporate borrowers and mortgages. The result on 
the flow in those years was to reduce to insignificance amortization 
payments relative to gross turnover, as the sales flow swelled greatly. 
Ignoring the sales of governments, bond amortization payments by 
corporate debtors and state, local, and provincial governments were 
27 per cent of the total bond flow in 1947, 50 per cent in 1948, 41 
per cent in 1949, and 36 per cent in 1950. 

Because most of the industry’s transactions in government bonds 
were sales, indicating an abnormal concentration in these issues as 
a result of war financing, they are excluded from transactions in 
Table 4.'* 

Compared with the huge volume of transactions in those years, 
the flow of savings in the form of amortization payments by cor- 
porate debtors and state, local, and provincial governments to all 
insurance companies in 1947-50 was quite small, about 6.5 per cent 
of the flow of all savings through the industry in 1947 and 12.1 per 
cent in 1950.’* The sharp increase in the net cash flow between 1947 

12. A safe assumption is that the entire reduction in United States government bond 


holdings in 1947—SO was the result of sales. In 1947 asset reductions were $1.6 billion, 
in 1948 $3.3 billion, in 1949 $1.5 billion, and in 1950 $1.8 billion. 


13. Table 6. Such statistically significant errors as there may be in the estimates of 
bond flows come not so much from the selection of four leading companies as from the 
method by which bond transactions are reported on company schedules. Although each 
transaction of the four companies in 1947-SO was examined, it was often difficult to tell 
whether bonds marked “redeemed” were refunded or matured. Bonds marked “matured” 
were assigned without question to the amortization flow, but bonds marked “redeemed” 
were assigned to the refunding or amortization flow depending on the evidence available. 
In general, and in the absence of evidence indicating different treatment, a bond disap- 
pearing simultaneously from the schedules of bonds disposed and bonds held was assumed 
to have been refunded. This method automatically assigned to the refunding flow final 
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and 1950 was the result of the shift from government bonds, which 
generate repayment flows only at maturity, to higher risk industrial 
and other issues, which generate semiannual and annual payments. 
In 1947-50 combined, all companies reduced their holdings in Gov- 
ernments by $6.5 billion’* and had available for new investment out 
of net income an additional $10.7 billion.’ 


B. MORTGAGE AMORTIZATION AND REFUNDING 


The second external flow, amortization payments from farm and 
non-farm mortgages, was about $2.4 billion in 1947-50 combined, 
compared with bond amortization flows of about $1.6 billion in the 
same period. In 1950, mortgagees’ savings were 13.7 per cent of total 
savings, internal and external, compared with corporate and gov- 
ernment debtors’ savings of 12.1 per cent.’® 

The reconstruction of mortgage flows shown in Table 5 is based 
on the experience of one company, which held in 1950 2.7 per cent of 
the industry’s mortgages insured by the Federal Housing Adminis- 
tration, 3 per cent of those guaranteed by the Veterans Administra- 
tion, and 1.2 per cent of 1-4 family conventional mortgages.’* This 
is a small statistical base on which to estimate the industry’s flows 
from these three types of mortgage holdings, but a wider distribution 
of data can be obtained only from company records, and these were 
available only for Bankers Life Company. 

How good then and how useful for industry estimation is the ex- 
perience of this company? The terms of lending on Veterans Ad- 
ministration and Federal Housing Administration mortgages are 
established by federal regulation, and, while they may vary within 
prescribed limits, the experience of Bankers Life Company with 
these mortgages was similar enough to that of other companies to 
permit reasonably good estimation of industry flows from these hold- 
ings. This company’s experience in 1950-52 was applied to the in- 


serial payments which actually were maturities. Transactions of this type were relatively 
few in number, annually, and were probably not more than 2 per cent of total bond dis- 
posals in any year. This procedure is described to emphasize that bond amortization and 
refunding flows in Table 4 are estimates, and nothing more. 


14. Institute of Life Insurance, New York. 
15. Table 1. 
16. Table 6. 


17. Bankers Life Company, Des Moines, Iowa, a mutual company, had admitted assets 
of $534 million and insurance in force of $1.3 billion in 1950. This company has a heavier 
than industry concentration in insured and guaranteed mortgages. In 1950, this com- 
pany’s holdings of these types were 80 per cent of its total mortgage holdings, compared 
with 42 per cent for the industry. In residential conventional loans, Bankers Life Com- 
pany’s concentration was 20 per cent, compared with 31 per cent for the industry. 
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dustry’s holdings in 1947-50. The average of 1950-52 was used be- 
cause transactions were available for those years through business 
machine tabulations. A sampling of the company’s 1947—5C records 
showed no significant change from 1950-52 experience. The applica- 
tion of flow ratios, derived from transactions in 1950-52, to the in- 
dustry’s holdings of FHA, VA, and residential 1-4 family conven- 
tional mortgages in 1947-50 may be questioned. The results, shown 
in Table 5, should be accepted only as an approximation of the 
industry’s flows. 


TABLE 5 


THE FLOW OF NON-FARM AND FARM MORTGAGE AMORTIZATION PAY- 
MENTS TO ALL U.S. LEGAL RESERVE LIFE INSURANCE 
COMPANIES, 1947-50 


(Millions of Dollars) 
1947 1948 1949 1950 
Mort- Amor- Mort- Amor- Mort- Amor- Mort- Amor- 
gages tiza- gages tiza- gages tiza- gages tiza- 
MortcGaces Held tion Held tion Held tion Held tion 
Non-farm 
Residential 
(1-4 family)... 
1,198 53 1,646 73 2,386 105 3,226 142 
. eager 559 26 982 46 1,145 54 1,532 72 
Conventional.. 1,257 117 1,565 146 1,917 178 2,423 226 
Residential 
(multifamily) 
eee 118 2 225 3 498 8 774 12 
Conventional... 1,379 55 1,462 58 1,548 62 1,676 67 
Commercial and 
industrial... . . 2,487 99 2,845 114 3,177 127 3,521 141 
Total non-farm... 6,999 352 8,724 440 10,670 534 13,154 660 
ee 845 140 942 105 1,064 69 1,233 69 
Total non-farm and 
7,844 492 9,666 545 11,734 603 14,387 729 


Source: Mortgages held are averages of holdings at the beginning and end of the year as reported by the 
Housing and Home Finance ny and the Institute of Life Insurance. The flow of amortization payments 
from residential (1-4 family), FHA residential multifamily, and farm mor es is based on ratios derived from 

rs Life Company experience and applied to averages of industry holdings. Derivation of the flow from 
multifamily conventional and commercial and industrial mortgages is di in the accompanying text. 


Ratios derived from Bankers Life Company experience with the 
flow of amortization from FHA multifamily dwellings are a fairly 
accurate measure of industry experience. An amortization ratio of 
about 1.5 per cent with little or no refunding up to 1950 is believed 
to be standard experience for the industry. 

Bankers Life Company experience can be used to indicate the 
approximate size of flows from insured, guaranteed, and conven- 
tional 1-4 family mortgages, and FHA multifamily mortgages, but 
the company’s investments in conventional multifamily and indus- 
trial and commercial mortgages are limited and cannot be used as a 
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pattern for the industry. The ratios developed for these types of 
flows are based on a consensus of experienced mortgage officers, and 
reflect practical knowledge of this market rather than conclusions 
arrived at inductively through good statistical data. An amortization 
ratio of 3.5 per cent in 1947-50 from conventional multifamily 
dwellings is a sample of prevailing opinion, although frequent quali- 
fications, unsupported by facts, suggest that 3 per cent may be closer 
to actual experience. On commercial and industrial mortgages, an 
amortization ratio of 4 per cent for 1947-50 seems to conform to 
experienced opinion. 

The last of the external flows, amortization and refunding of farm 
mortgages, is also shown in Table 5. The experience of Bankers Life 
Company, with holdings of 3.6 per cent of the industry’s in 1950, 
was used in deriving this flow. This company’s holdings are almost 
completely concentrated in the cornbelt and in western and south- 
western ranch areas. In these same areas was concentrated about 54 
per cent of the industry-held farm mortgage debt in 1950, or $719 
million.’* The experience of Bankers Life Company, therefore, was 
typical of the larger part of the industry’s holdings, but probably not 
typical of about 11 per cent of the industry-held debt in New Eng- 
land, the Middle and South Atlantic states, and in the East South 
Central states. 

Another significant point of difference was that the cornbelt mort- 
gage debt held by the industry increased much more slowly in 1947- 
50 than the industry’s debt in other areas. Using Bankers Life Com- 
pany’s cornbelt experience, therefore, to derive flows from industry- 
held debt in other than cornbelt areas, about 46 per cent, results in 
some understatement of the flows shown in Table 5.’° 

The amortization flow from the farm mortgage debt outstanding 
in cornbelt states was proportionately higher than in the rest of the 
country because of the highly liquid position of cornbelt farmers in 
the immediate postwar years. As might be expected, refunding and 
amortization flows conformed to the trend of farm net income. In 
1948, farm net income reached its peak of $21.7 billion, declining 
sharply in 1949 to $17.1 billion, and increasing slightly to $17.8 bil- 
lion in 1950. Bankers Life Company experience shows that, in 1947- 


18. Agricultural Finance Review, Vol. XIV (November, 1951), Table 3, p. 86, US. 
Department of Agriculture. 


19. That cornbelt experience was different from that of the rest of the country is seen 
from the slower increase in outstanding debt held by the industry in Ohio, Indiana, IIli- 
nois, and Iowa in 1947-SO than in the rest of the country. In this period, industry-held 
farm mortgage debt in these four states increased from $323.2 million in 1947 to $396.5 
million in 1950, an increase of about 22 per cent. Total industry-held debt in this period 
increased from $936.7 million in 1947 to $1.3 billion in 1950, an increase of about 43 
per cent. 
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48 combined, borrowing in the form of refunding and refinancing was 
about 28 per cent of total payoffs. In 1949-50 combined, after net 
farm income had declined, borrowing had risen to 44 per cent of the 
gross flow. The change in liquidity (following declines in profit- 
ability) inversely affected amortization flows. In 1947-48 combined, 
the high liquidity of cornbelt farmers and cattlemen resulted in an 


TABLE 6 


SOURCES OF THE FLOW OF NET CASH SAVINGS THROUGH ALL U.S. LEGAL 
RESERVE LIFE INSURANCE COMPANIES AND AVAILABLE 
FOR NEW INVESTMENT, 1947-50 


(Millions of Dollars) 
Net Cash Moneyflows 1947 1948 1949 1950 
Policyholders (internal) net cash savings 

First year’s premiums................. 690 632 636 624 
Renewal premiums and other insurance 

Gross interest on mortgage loans. . : 298 349 479 545 
Gross interest on bonds and dividends on 

Other investment income.............. 9 233 293 7 
Payments to policyholders............. 2,846 3,137 3,853 3,952 
Agency expenses and commissions...... . 626 659 762 741 
Other expenses.......... 788 777 991 1,051 
Cores 3,578 3,748 4,182 4,168 
Net income adjusted and available for new 

3,501 3,734 3,848 3,869 


External net cash saving 
Corporate and government debtors sav- 


Mortgagees’ savings 
Total internal and external savings........ 4,272 4,498 4,879 5,240 


PP New York Insurance Report, Vol. 1, Life Insurance, annual volumes, Spectator Yearbooks, and pre- 
ing tables. 


* Equal to increase in ledger assets after adjustment for increases in policy loans, capital gains and losses, 
and a stock increases and decreases. 


amortization flow that was 72 per cent of the gross flow. As liquidity 
declined, the flow of amortization declined. In 1949-50 combined, 
amortization was only 56 per cent of the gross flow. 

The flow of farm mortgage amortization and refunding are the 
least important of the flows through the industry. Table 6 shows the 
farm mortgage amortization flow to be the smallest of all the savings 
flows so far studied. In 1950, it was 1.3 per cent of total internal and 
external savings through insurance companies. 

Table 6 brings together internal savings in the form of policy- 
holders’ savings, and external savings in the form of the savings- 
repayment flows of corporations, governments, and mortgagees. As 
mentioned earlier, these savings-repayments flows are net of all non- 


i{ 
| 
| 
4 
4 
4 
n 


462 The Journal of Finance 


savings transactions such as refunding, refinancing, and the sale and 
exchange of assets. Total savings are an estimate of the net cash all 
U.S. legal reserve life insurance companies had available for invest- 
ment and capital formation in 1947-50. 


IV 

Among the conclusions drawn from this study is that totai insur- 
ance income (before deducting the expenditure flows) reflects the 
stable behavior of the flow of renewal premiums and gross interest 
from mortgages and from bonds and dividends from stocks. In 1928 
and 1929 combined, the flow of interest, dividends, and renewal 
premiums was about 76 per cent of the total income flow. In 1949 
and 1950 combined, these two flows were 85 per cent of the total 
income flow. Because of their stability and growth, more rapid than 
the other income flows, they are more and more stabilizing the total 
income flow and, to some extent, the net income flow. 

Another conclusion is that the changing nature of the expenditure 
flows will also contribute to the growing stability of life insurance 
saving. This is because the trend to types of life insurance emphasiz- 
ing the protective (term and group) rather than the savings element 
will tend to lessen the flow of payments to policyholders and total ex- 
penditures in periods of economic distress. 

A second set of conclusions has to do with the statistical relation 
of insurance flows to disposable personal income. In the first place, 
are the component insurance flows rigid in relation to annual changes 
in disposable personal income? It was found that total income and 
its component flows (with the exception of first year’s premiums), 
and net income, moved in the same direction as disposable personal 
income. The coefficients of correlation are very high, more than .9. 
Insurance saving, therefore, was not “perverse.” 

Second, were the annual movements of total income and its com- 
ponents, and net income, as sensitive as those of disposable personal 
income? Renewal premiums, the investment income flows, and total 
premiums, because of their contractual nature, were not as sensitive 
as disposable personal income. But net saving through life insurance 
(net income) was more sensitive than disposable personal income 
because of the heavy outflow of payments to policyholders (an ex- 
expenditure flow) during depressions and recession. Saving through 
life insurance dropped much more rapidly between 1929 and 1932 
than disposable personal income. 

Saving through life insurance was much less sensitive than per- 
sonal saving during the Great Depression. Saving through life insur- 
ance was positive while personal saving was negative. 
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VARIATION IN BANK ASSET PORTFOLIOS 


RaymMonp H. McEvoy* 
Montana State University 


INTRODUCTION 


Asset and liability reports submitted by banks to supervisory agen- 
cies are aggregated into combined balance sheets for all banks and 
for banks by class, by state, by district, and in some cases by groups 
based on size of bank. From such balance sheets a great deal can be 
learned about the asset structures of banks. We can discover, for 
example, the ratio of the loans of all banks to their total asests. Such 
a ratio is an average for the banking system, an average in which 
the weight of each individual bank is proportionate to its share of 
the assets of the system. Similar ratios may be computed for any 
group of banks for which aggregate asset data are available, e.g., for 
all banks of a given class or in a given state. Since some of the indi- 
vidual bank ratios in any group of banks will be greater and some 
smaller than the group average, we know that the highest and lowest 
individual bank ratios in the whole banking system will differ by 
more than do the highest and lowest average ratios found for any 
grouping of banks. This gives us an idea of the bank-to-bank varia- 
tion among all banks. But it is a rough idea only, and from the data 
aggregated for banks grouped by state, class, etc., we have no infor- 
mation as to dispersion within the groups. 

To obtain information about bank-to-bank variation in asset port- 
folios, and for other statistical purposes, special studies were made 
of the reports of insured commercial banks as of June 30, 1953, and 
June 30, 1954. The assets and liabilities reported by each bank were 
recorded on punch cards. From these were developed data concern- 
ing assets and liabilities of banks grouped by size, and also frequen- 
cy distributions of banks according to individual asset and liability 
ratios. The most complete study of assets and liabilities by size of 
bank was made with the data for June 30, 1954, and is reported in 
Part III of the Annual Report of the Federal Deposit Insurance 


* The author is assistant professor of economics at Montana State University. Until 
August, 1955, he was an economist in the Division of Research and Statistics of the 
Federal Deposit Insurance Corporation, and in that capacity conducted the statistical 
study discussed in this paper. Although the paper is intended to report only findings of 
fact, the author alone is responsible for any views or opinions which may be inferred. 
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Corporation for 1954. That study also contains certain frequency 
distributions of banks based on individual asset and liability ratios. 
The present paper reports upon somewhat more technical statistical 
studies carried out only with the data for June 30, 1953. These 
studies first developed frequency distributions of banks, both as a 
whole and also in certain groupings, based on individual bank ratios | 
describing asset structures. Statistical coefficients of each distribu- 

tion were then computed and were used, along with graphic analysis, 
to measure and compare the degrees of bank-to-bank variation in 
asset structure. 


DIsTRIBUTIONS OF ALL BANKS 


Findings of the study with respect to distributions of all 13,435 
commercial banks insured on June 30, 1953, are presented in Tables 
1 and 2, which are the object of discussion in the following para- 
graphs. | 

Seventeen asset ratios were computed for each individual bank, , 
eleven items taken as percentages of total assets, plus five loan items 
and loan valuation reserves taken as percentages of total loans. 
These are indicated by the boxheads of the tables. Choice of items 
was limited, and essentially determined, by the structure of the 
standard asset and liability report form submitted by banks to fed- 
eral supervisory agencies. Agricultural loans as used here include 
loans to farmers guaranteed by the Commodity Credit Corporation, 
other loans to farmers, and real estate loans secured by farm land. 
“Other instalment loans to individuals” means instalment loans not 
falling into the other specified categories and consists chiefly of con- 
sumer instalment loans. 

It will be noted that distributions were made on the basis of ratios 
of five categories of loans to total assets and also of ratios of these 
same items to total loans. The ratio of a loan component expressed 
gross of valuation reserves to total assets expressed net of such 
reserves is not conceptually pure, but such ratios were used because 
gross-to-gross ratios would give results differing by even greater 
margins from those which would be obtained through use of the 
ideal but unobtainable net-to-net ratios. As indicated in the last ’ 
column of Table 2, valuation reserves are so small a percentage even 
of total loans, for the vast majority of banks, that even if they could 
be allocated among loan categories they would not appreciably affect 
the distributions based on ratios of specified types of loans to total 
assets. 


DISTRIBUTIONS OF ALL INSURED COMMERCIAL BANKS ACCORDING TO RATIOS OF 
ASSET COMPONENTS TO TOTAL ASSETS, JUNE 30, 1953 
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TABLE 2 


DISTRIBUTIONS OF ALL INSURED COMMERCIAL BANKS ACCORDING TO RATIOS 
OF LOAN COMPONENTS TO TOTAL LOANS, JUNE 30, 1953 


DistrisuTION Basep on RATIO To Gross Loans AND DISCOUNTS OF 


Commer- 
cial and 
Indus- 
DisTRIBUTION: trial 
NuMBER oF Banks Loans 
RATIOS oF (Gross) 
1,985 
261 
339 
of... 405 
4 4.9.. 474 
506 
7- 7.9.. 569 
464 
499 
O- 4.9% 3,464 
2,516 
2,157 
1,581 
25- 29.9 746 
30- 34.9 512 
35- 39.9 376 
40- 44.9 265 
45- 49.9... 207 
50- 54.9.... 126 
55- 59.9 107 
60- 64.9 82 
65- 69.9 50 
70- 74.9 39 
75-— 79.9.... 25 
80- 84.9 16 
85- 89.9...... 19 
90- 94.9..... 2 
3 
Total number of 
13,435 
Arithmetic mean (per 
Standard deviation.. 14.58 
Coefficient of varia- 
.95 


Loans for 

Carrying Urban 

Agricul- or Deal- Real 
tural ing in Estate 
Loans Securities Loans 
(Gross) (Gross) (Gross) 
1,835 11,428 780 
457 641 236 
348 357 296 
265 236 330 
239 167 299 
240 121 320 
184 96 352 
195 57 316 
172 56 302 
145 42 306 
3,144 12,829 1,941 
936 372 1,596 
793 130 1,482 
744 46 1,299 
668 26 1,123 
670 14 979 
691 7 935 
638 2 787 
616 3 685 
576 2 620 
553 2 522 
522 1 424 
377 
249 
181 
446 1 108 
58 
43 
15 
11 
13,435 13,435 13 ,435 
33.10 1.18 26.20 
28.12 2.78 20.30 
85 2.36 77 


Other In- 
stalment 
Loans to 
Indi- Valuation 
viduals Reserves 
(Gross) on Loans 
983 8,898 
506 2,345 
599 1,194 
636 498 
632 230 
632 128 
600 62 
548 26 
550 21 
540 9 
3,356 13,165 
2,870 246 
2,204 20 
1,655 1 
1.116 2 
792 1 
ee 
13,435 13 ,435 
14.42 1.16 
13.05 1.30 
.90 1.3 


All distributions were originally prepared in one percentage-point 
intervals, i.e., number of banks with ratios of 0 to 0.9 per cent, 
number with ratios of 1 to 1.9 per cent, etc., up-to as high a ratio as 
was found for any bank. Arithmetic means and standard deviations, 
as shown below the distributions to which they apply, were com- 
puted from the data in that form. For Tables 1 and 2, the distribu- 
tions have been condensed to five percentage-point intervals, except 
that for the first two such intervals—ratios up to 9.9 per cent—the 
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single-point intervals are also given in italics. A breakdown of the 
latter sort is essential to meaningful presentation in those cases 
where the average ratio is very small. 


MEANS OF THE DISTRIBUTIONS 


The arithmetic means of the distributions are averages in which 
each bank, regardless of size, has equal weight. These averages differ 
from those derived from aggregated data, being greater or smaller 
than the latter according to whether the item taken as numerator of 
the ratio is comparatively large or small in the typical large bank. 
Thus the gross loans for carrying or dealing in securities reported by 
all insured commercial banks on June 30, 1953, constituted 4.2 per 
cent of their total gross loans, as compared to the average of 1.2 
per cent shown in Table 2,’ the difference arising from the heavy 
concentration of loans of this type in the largest banks. By contrast, 
the ratio of aggregate agricultural loans to aggregate total loans of 
the bank was 7.1 per cent, while the average shown in Table 2 is 33.1 
per cent. These, of course, are extreme cases, and for ratios in which 
the difference between large and small banks is less marked, so also 
is the difference between weighted averages taken from aggregated 
data and the simple averages taken from frequency distributions. 
For example, cash and funds due from banks constituted 22.7 per 
cent of the total assets of insured commercial banks on June 30, 
1953, while the mean of the distribution based on individual bank 
ratios of cash and funds due from banks to total assets was 21.0 per 
cent. Averages of either type are meaningful if correctly interpreted. 
The weighted average derived from aggregated data describes an 
over-all relationship for the banking system as a whole. The simple 
average derived from a frequency distribution describes the central 
tendency in that distribution, giving an idea of the behavior of the 
majority of individual banks. Since in this paper attention is directed 
to the frequency distributions, and through them to the degree of 
dispersion in asset portfolios, the means given in the tables are those 
of the distributions. 

To summarize the information obtained from means of the distri- 
butions of all insured commercial banks, it is found that at mid-1953 


1. Even the 1.2 per cent involves some overstatement, since by the usual mid-value 
procedure the banks in the 0 to 0.9 per cent intervals were assumed to have ratios of 
0.5 for purposes of computing the average, whereas it is evident from the large number 
of banks in the 0 to 0.9 per cent interval for this (as well as several other ratios used) 
that a sizeable number of banks must have reported no loans of the given category. Ab- 


sence of a separate absolute zero “interval” represents an error in the author’s advance 
planning of the study. 
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the average bank had: (1) about one-fifth of its assets in cash and 
funds due from banks; (2) loans equal to about one-third of its 
assets, and United States government obligations equal to a little 
more than one-third; (3) obligations of states and political subdivi- 
sions equal to about one-twentieth of its assets; (4) a loan portfolio 
consisting roughly of one-third agricultural loans, one-fourth urban 
real estate loans, one-sixth commercial and industrial loans, and one- 
sixth other instalment loans to individuals. Minor and miscellaneous 
categories of assets or loans were not made the basis of distributions, 
so these classifications are not exhaustive. 


DISPERSION IN THE DISTRIBUTIONS 


An idea of the dispersion in the various distributions may be ob- 
tained simply by examination of the distributions, but a statistical 
coefficient measuring dispersion, the standard deviation, is also given 
in the tables.? Being a measure of absolute dispersion, the standard 
deviation is generally greater when the mean is large than when it is 
small. Therefore the tables also give for each distribution the coeffi- 
cient of variation, which is the ratio of the standard deviation to the 
mean.* With this measure of relative dispersion we may make com- 
parisons of the bank-to-bank variation shown in distributions based 
on the differing asset ratios. These comparisons indicate that: (1) 
In distributions based on the three major asset relationships, namely 
ratios to total assets of cash and funds due from banks, United 
States government obligations, and total loans, the relative disper- 
sion was virtually identical, coefficients of variation being in each 
case slightly more than one-third. (2) In distributions based on 
ratios to total assets of designated categories of loans and of typically 
minor asset categories such as obligations of states and political sub- 
divisions, the relative dispersion was from 24 to 34 times as great as 
in the three major-item distributions. (3) In distributions based on 
ratios of specific categories of loans to total loans, the relative dis- 
persion was from 2 to 7 times as great as in the distribution based on 
the ratio of total loans to total assets. 

It is thus found, as would be expected, that in the broadest 


2. Presuming that others, like the author, forget statistical mechanics between uses, 
the standard deviation is obtained by determining the differences between the mean of 
the distribution and the ratio for each individual bank, squaring each of these differences, 
adding the squared differences, dividing by the number of banks, and determining the 
square root of the result. 


3. Coefficients of variation are expressed here as ratios rather than percentages in order 
to avoid confusion which might arise from percentage relationships between quantities 
which are themselves expressed in percentage points. 
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features of their asset structures there are more moderate differences 
among individual banks than in the narrower details. It is in the de- 
tails of portfolio policy that individual banks adjust their operations 
to the lending and investing opportunities in their particular commu- 
nities, as well as to the experience and skills of their personnel. The 
value of the present study lies not, therefore, in discovery of the 
completely unknown, but rather in confirming and quantifying a 
highly plausible a priori idea. 


GRAPHIC PRESENTATION 


Chart I shows the distributions of all insured commercial banks 
based on ratios to total assets of three major asset categories, cash 
and funds due from banks, net loans and discounts, and United 
States government obligations. The graphs show number of banks 
having ratios within specified five percentage-point intervals, as in 
Table 1. The distributions for loans and discounts and for United 
States government obligations are fairly symmetrical, and roughly 
similar to one another. In each the modal interval is 35 to 39.9 per 
cent of total assets. In each there are about 6,000 banks, or roughly 
half the total number of banks, having ratios between 30 and 44.9 
per cent. And in each there are, at the ends of the distributions, sig- 
nificant numbers of banks with ratios below even 15 per cent or 
above even 50 per cent. The curve based on the ratio of cash and 
funds due to banks to total assets shows over 4,000 banks, nearly 
one-third of the total number, in the modal interval 15 to 19.9 per 
cent. But it also shows about 400 banks with less than 10 per cent of 
their assets in cash and funds due from banks, and nearly 300 with 
40 per cent or more in this form. 

Chart II shows curves for three of the distributions based on 
ratios of certain types of loans to total assets. These curves move 
downward to the right throughout, since in all cases the greatest 
number of banks had ratios in the 0 to 4.9 per cent interval. A curve 
for the distribution based on the ratio to total assets of other instal- 
ment loans to individuals would, if shown, coincide almost perfectly 
with that for commercial and industrial loans. The greatest number 
of cases in which a bank is very heavily committed in a particular 
loan area occurs, as would be expected, in agricultural loans. Over 
1,500 banks had a fourth or more of their total assets in agricultural 
loans. 


DISTRIBUTIONS OF GROUPS OF BANKS 


Five of the asset ratios used to prepare distributions of all insured 
commercial banks were also made the basis of separate distributions 
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for banks grouped by Federal Deposit Insurance Corporation Dis- 
trict, population of center in which head office was located, and total 
assets of the bank. The ratios so used, and the groupings of banks, 
are indicated in Table 3, which gives the mean and the coefficient of 
variation of each such distribution. With respect to the ratio of ' 
United States government obligations to total assets, and that of | 
loans to total assets, it will be seen that the mean and relative dis- 
persion of none of the group distributions was markedly different 
from those of the distribution of all insured commercial banks com- 


CHART I 


DistrIBuTIONS OF ALL INSURED COMMERCIAL BANKS, JUNE 30, 1953, AccoRDING 
To Ratios oF Major AsSET COMPONENTS TO TOTAL ASSETS 
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bined. This finding indicates that the comparative homogeneity of 
bank-asset structures with respect to their broadest characteristics, 
which was previously noted by contrast to the greater relative dis- 
persion in the more detailed features of the portfolio, applies also to 
banks in these separate locational and size groupings. 

With respect to ratios of the three categories of loans to total 
assets, the means are found to differ from group to group, mostly in 
ways which would have been expected; and the relative dispersion 
in various group distributions also varies frequently and sometimes 


CHART II 


DIsTRIBUTIONS OF ALL INSURED COMMERCIAL BANKS, JUNE 30, 1953, ACCORDING 
TO Ratios oF Types oF LoANs To TOTAL ASSETS 
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markedly from that of the corresponding distribution of all insured 
commercial banks. For distributions based on the ratio of commercial 
and industrial loans to total assets the means are highest in heavily 
industrialized districts and lowest in primarily agricultural districts, 
and vary directly and markedly with both size of center and size of 
bank. Coefficients of variation indicate that in general the relative 
dispersion is least for those groupings where the mean is highest. In 
other words, not only do the large banks in populous, industrialized 
areas have a relatively greater commercial and industrial loan busi- 
ness than do small rural banks, but the behavior of individual large 
banks is more uniform in this regard than is that of individual small 
rural banks. 

Group distributions based on the ratio of agricultural loans to - 
total assets follow an opposite pattern to those based on the ratio of 
commercial and industrial loans to total assets. In the agricultural 
loan distributions it is the small banks, banks in small centers, and 
banks in largely agricultural districts which have both the larger 
mean ratios and, in general, the smallest relative dispersion about 
those means. In group distributions based on the ratio of other instal- 
ment loans to individuals to total assets the means are lower in 
Federal Deposit Insurance Corporation districts comprised of Great 
Lakes and central states, and are higher in districts on the east, south, 
and west borders of the nation. Means increase with size of center, 
except that the mean for banks in largest centers, with population of 
500,000 or more, is smaller than that for the next two smaller size 
of center groups. The relationship between the mean and size of 
bank is less regular, with the highest mean in these groupings being 
that for middle-sized banks having assets of $10 to $50 million. 
Coefficients of variation of these group distributions based on other 
instalment loans to individuals bear no apparent relationship to size 
of center, but vary inversely with size of bank. 

More important than the intergroup comparisons of the preceding 
paragraphs is the finding that coefficients of variation of the group 
distributions are by no means negligible, being in many cases greater 
than those for distribtuions of all insured commercial banks based 
upon the same asset ratios. This demonstrates a fact previously rec- 
ognized only by the intuition arising from day-to-day experience, 
namely that even within groupings of banks based on size and loca- 
tion there are wide bank-to-bank differences in asset portfolios. 
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THE ACCELERATION OF CORPORATE 
INCOME TAX PAYMENTS 


Satty S. Ronk 
Bankers Trust Company 


AN ACCELERATION of corporate income tax payments has been under 
way since 1951 as the result, first, of the so-called Mills Plan enacted 
in 1950 and, more recently, of the provisions of the Revenue Code of 
1954. The purpose of this study is to (1) describe the pertinent pro- 
visions of the tax laws, (2) discuss their effects upon corporate work- 
ing capital, (3) consider the impact of tax acceleration upon corpo- 
rate financing requirements, and (4) inquire into the contribution of 
tax payments to the expansion of bank loans in March, 1956. 

The conclusion is that over the next four years, the acceleration of 
corporate income tax payments will make substantial inroads upon 
working capital and that this will require offsetting increases in bank 
loans, security issues, or additions to net working capital from 
profits, or probably a combination of all three. 


PROVISIONS OF THE LAW 


Through 1950, corporations paid their taxes on a given year’s in- 
come in four equal quarterly instalments in the following year. The 
Mills Plan, which became law in 1950, required that, from 1951 to 
1955, corporate taxpayers gradually compress their tax payments 
into two rather than four instalments. Consequently, beginning in 
1955, corporations reporting income on a calendar-year basis are 
required to complete payment of taxes against the prior year’s in- 
come by June rather than by December (see Table 1). 

In 1951, the first year the plan was in operation, corporations 
were required to pay 30 instead of 25 per cent of their tax liability 
in March and again in June, leaving 20 per cent to be paid in Sep- 
tember and again in December. By 1955, the gradual acceleration 
had reached the goal set by the plan, and corporations paid 50 per 
cent of their 1954 tax liability in March and the remaining 50 per 
cent in June. 

The further acceleration enacted in the Revenue Code of 1954 
applies only to large corporations, i.e., whose annual income tax lia- 
bilities can reasonably be expected to exceed $100,000, and was de- 
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signed to place them on a partial pay-as-you-go basis. For taxable 
years ending on or after December 31, 1955, such corporations are 
required to file a declaration of tax based on their estimate of the 
current year’s income and to pay a percentage of the estimated tax 
in two equal instalments before the end of the taxable year. This 
percentage applies only to the tax in excess of $100,000 and was set 
at 10 per cent for 1955—S5 per cent each in September and December 
—and will gradually rise to a maximum of 50 per cent in 1959 (see 
Table 1). About 20,000 corporations, accounting for some 90 per 
cent of corporate income tax liabilities, are required to file declara- 
tions of estimated tax and to pay currently. 

As Table 1 shows, beginning in 1955, the payments in September 


TABLE 1 


ACCELERATION OF FEDERAL INCOME TAX PAYMENTS 
(Calendar-year corporations) 


PERCENTAGE OF ANNUAL Tax LiaBiLity Due 


March 15 June 15 Sept. 15 Dec. 15 ToTaL 
25 25 25 25 100 
SRR 30 30 20 20 100 
35 35 15 15 100 
Ee 40 40 10 10 100 
_ Saree 45 45 5 5 100 
Rees 45 45 10* 10* 110 
40 40 15* 110 
=e 35 35 20* 20* 110 
30 30 2” 110 

* Based on current year’s liability. All other figures are based on preceding year’s 


liability. 


and December reduce the amount required to be paid in the first two 
quarters of the following year. However, since the September and 
December instalments will each increase by 5 per cent annually 
through 1959, the net effect is that large corporate taxpayers in each 
of those calendar years will pay 110 per cent of their annual corpo- 
rate income tax liability, assuming that tax liabilities remain constant 
from year to year. In 1960, after the acceleration will have been com- 
pleted, large corporate taxpayers will be paying roughly half their 
annual tax liability currently, so that the percentage of annual tax 
liability paid in that calendar year reverts to 100 per cent. 

One reason for the acceleration of corporate income tax payments 
was to place tax payments of corporations and partnerships on a 
more equitable basis; since 1943, partnerships have been required to 
pay taxes currently. The Mills Plan also had the effect of increasing 
federal revenues for the government’s fiscal years 1951 through 
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1955 (July 1, 1950, to June 30, 1955); in those fiscal years, corpo- 
rate tax payments amounted to 110 per cent of annual tax liability, 
assuming that tax liabilities were constant. However, this lumping of 
corporate tax payments in the first half of each calendar year (about 
80 per cent of corporate taxes are reported on a calendar-year basis) 
r complicated the effect of Treasury operations on the money market 
and increased the Treasury’s fiscal and debt management problems. 
To reduce the government’s short-term borrowing requirements and 
to restore the quarterly system of tax payments, the Revenue Code 
of 1954 provided for the further speed-up in corporate tax collec- 
tions. This speed-up unwinds the effects of the Mills Plan in so far 
as Treasury financing is concerned, but poses problems for corporate 
financing. 


EFFECTS ON CORPORATE TAX RESERVES 


Corporations charge income taxes against profits as they are 
earned and carry the liability as a tax reserve until it is paid. In the 
recent past, in periods of expanding business, rising corporate profits 
were accompanied by rising tax liabilities and, consequently, larger 
tax reserves. The funds represented by these tax reserves were avail- 
able to help finance growth in inventories and receivables, at least 
temporarily. In the period ahead, on the other hand, tax reserves are 
expected to decline, which means that less temporary financing will 
be available from this source. 

The effect of accelerated payments on tax reserves, assuming fed- 
eral tax liabilities to remain constant at $21 billion each year from 
1954 through 1960, is illustrated in the upper panel of Table 2. The 
amount of tax reserves at the end of each of the five calendar years 
1955 to 1959 would show a decrease of $1.5 billion annually, or $7.5 
billion for the five-year period. Therefore, total corporate tax re- 
serves, which were assumed in Table 2 for purposes of illustration to 
‘ be $21 billion at the end of 1954 will, by the end of 1959, have been 

reduced to $13.5 billion, the latter representing the amount of income 
taxes on 1959 incomes due and payable in the first half of 1960. Be- 
ginning in 1960, under the present law, there would be no further 
drain on tax reserves from the acceleration in tax payments. 

In an expanding economy, some offset to the reduction in tax re- 
serves resulting from the accelerated payment of corporate income 
taxes could be provided by a gradual increase in corporate profits. 
For example, should corporate profits increase by 3 per cent annual- 
ly and the federal income tax rate remain at 52 per cent, corporate 
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income tax liabilities in 1960 would total about $24 billion. As shown 
in the lower panel of Table 2, such a rise in the provision for current 
year’s taxes would serve to moderate but would far from offset the 
anticipated decline in tax reserves. Indeed, for tax reserves to remain 
at $21 billion despite the acceleration of income tax payments, 
corporate income tax liabilities would have to rise to an annual level 


TABLE 2 


EFFECT OF ACCELERATION OF FEDERAL INCOME TAX PAYMENTS 
ON CORPORATE TAX RESERVES* 


(In billions of dollars) 
Tax PROVISION Taxes Paw purinc YEAR 
RESERVE, FOR On CHANGE Tax 
BEctn- CuRRENT On Prior Current tn Tax RESERVE, 
NING YEar’s Year’s Year’s ReE- Enp oF 
or YEAR Taxes Total Incomet Incomet SERVES Year 
Assuming tax lia- 
bilities constant 
at $21 billion: 
21.0 21.0 21.0 21.0 21.0 
21.0 21.0 22.5 21.0 15 -—1.5 19.5 
BASSE 19.5 21.0 22.5 19.5 3.0 —-1.5 18.0 
are 18.0 21.0 22.5 18.0 4.5 -1.5 16.5 
a 16.5 21.0 22.9 16.5 6.0 -1.5 15.0 
Ae 15.0 21.0 22.5 15.0 7.5 -1.5 13.5 
13.5 21.0 21.0 13.5 13.5 
Assuming tax lia- 
bilities rise to 
$24 billion by 
1960: 
ae 19.5 21.6 22.6 19.5 3.1 —1.0 18.5 
18.5 23.2 18.5 4.7 —-1.0 17.5 
7.35 22.8 24.0 17.5 6.5 —1.2 16.3 
ee 16.3 23.4 24.6 16.3 8.3 —1.2 15.1 
15.1 24.0 23.6 15.1 8.5 + .4 


* Assuming all corporations to be on a calendar-year basis. 


t Includes remaining tax of corporations making current payments and total tax of those not making cur- 
Tent payments. 


¢ Current payments made by corporations accounting for 90 per cent of current year’s liability, which is 
assumed to be 10 per cent underestimated. Also, current payments do not a to $100,000 of tax liability for 
each corporation, so that an additional $2.1 billion or so is not subject to tation. 


of more than $32 billion by 1960; this implies that corporate profits 
would grow by 8 per cent a year from $45 billion currently to $64 
billion by 1960—a rate of growth in excess of current expectations. 


EFFECT ON FINANCING REQUIREMENTS 


A reduction in tax reserves of the magnitude probable under the 
new tax-payments system thus raises problems for corporate financ- 
ing even though the acceleration of payments is to occur gradually 
over a period of several years. Assuredly, the volume of government 
securities owned by non-financial corporations in the aggregate is 
significantly in excess of their tax reserves and part of the decline in 
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tax reserves could be financed by the liquidation of government secu- 
rities. This would not reduce net working capital in the aggregate, 
since both current assets and current liabilities would be reduced by 
equal amounts, as shown in Table 3, Assumption A. Also, although 
the ratio of cash and Governments to total liabilities would decline, 
the ratios of (a) cash and “free” Governments (Governments in 
excess of tax reserves) to current liabilities and () current assets 
to current liabilities would both improve for business corporations in 
the aggregate. 

However, the distribution of holdings of government securities 
among corporations is not proportionate to their tax reserves, and 
some corporations experiencing a reduction of their tax reserves may 
be unable or unwilling to liquidate Governments to the full extent of 
the decline. In recent years, as interest rates have become higher, 
business corporations have added to their holdings of short-term 
government securities in lieu of holding cash balances with banks. In 
the past, when tax reserves have shrunk, holdings of government 
securities by business corporations have generally declined by a 
much smaller amount. It may be assumed, therefore, that part of the 
decline in tax reserves will be met in other ways, namely through in- 
creased bank loans and through additions to net working capital, as 
shown in Table 3, Assumption B. 

All in all, the increase in corporate net working capital in recent 
years has been financed out of the proceeds of security issues. It 
must be stressed that this applies to business corporations in the 
aggregate only, since total outlays on plant and equipment generally 
have exceeded funds generated internally out of retained profits, de- 
preciation and other non-cash expenses. Part of the drain on corpo- 
rate resources arising from dwindling tax reserves may be met by 
larger additions to net working capital from security issues than 
would otherwise be the case. However, it is reasonable to expect an 
increase in bank loans to replace at least some of the tax reserves, 
since this merely substitutes one current liability for another. 

In sum, while it is virtually impossible to match dollars raised 
against dollars spent, one may guess that the reduction in tax re- 
serves accompanying the acceleration of corporate tax payments will 
be met in a number of alternative ways, even by individual corpora- 
tions. For corporations in the aggregate, there is not much basis for 
estimating the details of the impact of tax acceleration on financing 
but it seems logical to anticipate: (1) some reduction in the holdings 
of Governments, (2) additions to net working capital, chiefly 
through security issues, and (3) higher bank loans. 

Thus higher bank loans are likely even in the absence of rising 
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business inventories or receivables. However, when business is ex- 
panding, additional pressure for higher bank loans may be expected 
to arise from mounting requirements for the financing of inventories 
and receivables. In the past, in periods when inventories and receiv- 


TABLE 3 
EFFECT OF ACCELERATION OF FEDERAL INCOME TAX PAYMENTS 
ON WORKING CAPITAL OF NON-FINANCIAL CORPORATIONS* 
(Assuming tax liabilities constant at $20 billion and no 
change in inventories and receivables) 


(In billions of dollars) 
Assumption At AssumPTIon Bt 
Dec. 31, Dec. 31, 
Dec. 31, 1959 1959 
1955 (proj.) Change (proj.) Change 
Current assets 
U.S. government securities. . . 23.4 17.4 —6.0 21.4 —2.0 
206.6 200.6 —6.0 204.6 —2.0 
Current liabilities 
Bank loans and trade payables 63.9 ree 65.9 +2.0 
Federal income tax liabilities. . 18.5 12.5 —6.0 12.5 —6.0 
Other current liabilities... ... 20.7 
103.0 97.0 —6.0 99.0 —4.0 
Net working capital.......... 103.6 ree 105.6 +2.0 
* * * * * 
Liquidity ratios (in per cent) 
Cash and Governments to cur- 
Cash and free Governments§$ 
Current assets to current lia- 


* Excludes banks and insurance companies. At end of 1955, tax reserves of non-financial corporations were 
$18.5 billion, as shown above. Since tax Dp my ape in 1955 amounted to approximately $1.5 billion, the total 
tax liability for 1955 was $20 billion, and this is projected forward. 


t Assuming decrease in tax reserves met by liquidating Governments. 

t Assuming decrease in tax reserves met equally by: (1) liquidating Governments; (2) increasing bank loans; 
and (3) increasing net working capital. 

§ Governments held in excess of federal income tax liabilities. 
ables were expanding rapidly, rising tax reserves furnished some 
temporary financing, as previously pointed out, thereby taking some 
of the edge off the pressure for bank loans. In similar circumstances, 
over the next four years, additional bank loans will probably be re- 
quired for the financing formerly provided by rising tax reserves. 
Since the substitution of bank loans for tax reserves does not in- 
crease total current liabilities, corporations will probably not feel 
impelled to refund these loans in the security markets, so that the 
banks may face a permanently higher level of corporate borrowing 
requirements in the future. 
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Rote oF Tax Borrowincs IN Marcu, 1956 


The role of corporate borrowing for tax purposes gained the lime- 
light in the spring of 1956, when business loans in New York City 
soared by almost $1 billion in the four weeks ending March 21. The 
upturn was less sharp in reporting banks outside New York City, 
but was still quite pronounced, so that all reporting banks registered 
an increase of $1.5 billion in this period. Beginning in 1951, when 
the Mills Plan began calling for progressively larger percentages of 
annual tax payments in March and June, business loans showed a 
bulge around those tax dates. The March rise in 1956, however, far 
exceeded any prior experience. 

While tax payments in March, 1956, were unusually heavy, the 
huge demands for business loans also reflected a combination of 
other factors which had been making inroads upon the liquidity of 
numerous business corporations for many months before the March 
15 tax date. 

1. In the months prior to March, corporate funds have been tied 
up to an increasing degree by rapidly mounting inventories and re- 
ceivables. In numerous instances, increases in corporate net working 
capital had not kept pace with the expansion in inventories and re- 
ceivables, and funds representing tax reserves had been utilized to 
some extent for the financing of this expansion. 

2. Corporate funds had been drained off in the fall of 1955 by the 
payment of 10 per cent of 1955’s tax liability under the new system, 
and by extra tax payments (amounting to perhaps $300 to $400 mil- 
lion) in December, 1955, as a result of the retroactive repeal of 
Section 462 pertaining to deductions for accrued expenses. 

3. Plant and equipment spending had been rising steeply to a 
point far in excess of funds generated internally (retained profits, 
depletion and depreciation allowances); thus corporations had had 
to obtain additional funds through long-term financing, or, tempo- 
rarily, from the banks. 

4. Some corporate long-term financing had probably been post- 
poned in anticipation of lower interest rates. 

In March, 1956, the conjunction of these factors, superimposed 
upon the usual seasonal borrowing requirements accompanying the 
tax date, brought to a head the cash needs of corporations, especially 
those which had allowed their liquidity to decline. The aggregate 
amount of tax payments in March, 1956, was larger than in the 
year before (see Table 4), even though the percentage of annual tax 
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liability due (45 per cent) was somewhat less than in March, 1955 
(50 per cent), since tax payments in March, 1956, were based on 
1955’s corporate profits of about $44 billion, whereas a year earlier, 
tax liability had been calculated on the $34 billion of profits attained 
in 1954. 

TABLE 4 


ESTIMATED FEDERAL TAXES ACCRUED AND PAID BY 
NON-FINANCIAL CORPORATIONS 
(In billions of dollars) 


Provisions Tax Change in 
for Cur- Payments Tax Reserves 
rent Taxes* during (Taxes 
(Tax Periodt Accrued less 
Accruals) (Taxes Paid) Taxes Paid) 
1953 
4.8 6.6 —1.8 
2nd quarter......... 5.3 6.2 
5.3 4.5 2.8 
4th quarter.. ....... 3.7 4.3 1.2 
1954 
3:3 73 —4.2 
2nd quarter......... 3.6 7.3 —3.9 
1.9 2.1 
4th quarter.......... 4.0 1.7 2.3 
1955 (est.) 
Set 4.2 6.9 —2.7 
2nd quarter......... 5.0 6.4 —1.4 
3rd quarter.......... 5.3 1.9 3.4 
2.0 
1956 (est.) 
ist quarter.......... 5.3 8.3 —3.0 
2nd quarter......... 5.3 8.1 —2.8 
2.8 2.5 
4th quarter.......... 5.3 2.7 2.6 


* Based on Department of Commerce estimates of federal tax liability, less 
estimated liability of banks and insurance companies. 


t Based on collections of corporate income taxes, as reported on Daily 
Treasury Statement, less estimated collections from banks and insurance com- 
panies. 


Admittedly, a substantial part of this increased drain upon corpo- 
rate liquid assets resulting from the tax payment was offset by the 
fact that, with corporate profits in the first quarter of 1956 running 
considerably above a year ago, corporations were accruing larger tax 
liabilities, which were available for temporary financing. Thus, the 
net drain upon corporate liquid assets as a result of the March, 1956, 
tax payment (i.e., taxes paid less taxes accrued) was $3 billion, 
which was not appreciably greater than in the year before and less 
than in March, 1954, as shown on Table 4. Nevertheless, the ap- 
proach of the March 15 tax date apparently intensified the squeeze 
upon corporate liquidity that had been accumulating from various 
other sources, and forced many corporations to borrow from the 
banks to a considerably greater extent than ever before in March. 
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SOME EFFECTS OF NON-CONTRIBUTORY 
PENSION PLANS ON THE FINANCIAL 
POLICY OF CORPORATIONS* 


KeitH Leroy BROMAN 
University of Nebraska 


THE WIDESPREAD adoption of pension plans in the past decade, stim- 
ulated by a climate of general prosperity, high corporate income tax 
rates, and labor demands for fringe compensation, has posed prob- 
lems affecting all segments of the American economy. The specific 
aspect of the pension problem examined in the present inquiry was a 
measurement of some of the effects of non-contributory pension 
plans on corporate financial policy. The primary source of data was 
the publicly available annual reports, prospectuses, and special re- 
ports of business firms. Of 275 corporations studied, 40 firms pro- 
vided such data as to allow them to be subjected to careful analysis 
on the special problem. A brief analysis involving corporate pensions 
was made of the following: (1) the legal status as affected by tax 
laws and court decisions, (2) the indirect effects on the general inter- 
est rate and the securities market, (3) the aggregate pension data 
classified by asset size and industrial subdivision, (4) case illustra- 
tions of representative insured, trusted, and unfunded plans. 

The firms studied closely were grouped as to benefit size, labor 
cost, and industrial subdivision, and the tax adjusted pension costs 
were compared with earnings and dividends on common stock and 
with annual retained earnings. These comparisons measured the im- 
pact of pensions on corporate income. A second comparison was 
made by contrasting the working capital position of firms before 
pensions with the position after pensions as adjusted for income 
taxes. These tabulations measured pension impact on working capi- 
tal. In both of these analyses, the experiences of approximately 40 
firms were examined for the years 1949-53 and, in addition, a long- 
run analysis was made for two firms which had maintained pensions 
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for several decades. Finally, past service liabilities and pension funds 
of reporting concerns were contrasted with capital structures. These 
relationships measured pension impact on permanent capital. 

The impact of pension cost on the earnings of corporations was 
found to be less than might be expected. In few cases was this im- 
pact judged to be a serious financial problem. There was some evi- 
dence to indicate that the combination of high labor costs and pat- 
tern benefits might prove to be burdensome to the smaller firms. 
Even though benefits may be increased in the future, company costs 
can be relieved by the flexible factor of past service amortizations 
and by the cushion provided by the pension fund and its tax-free 
accumulation of income. These points would seem to negate future 
complications for funded plans provided the company policy is intel- 
ligently directed to meet the problem. The impact of pensions on 
current and quick ratios was an insignificant factor even though the 
period 1949-53 was one which typically showed high working- 
capital pressures. Contrasting past service liability to capital struc- 
tures revealed that, although the percentage relationship was high in 
many cases, the problem was being worked out satisfactorily through 
flexible funding policies. The significant size of present and estimated 
future pension funds as compared to capital structures leaves little 
doubt that corporations have not presented pension data as ade- 
quately as the problem warrants. The inadequacy of the unfunded 
plan was demonstrated through case experiences and projections. 
This type of pension program has no flexibility in costs and would 
be especially dangerous during periods of economic stress. In con- 
clusion, the pension plan of the firm was shown to be a particularly 
individualistic company policy which must be tailored to the specific 
concern and not adopted as a product of national labor trends with 
pattern benefits. 
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DURABILITY OF CONSUMER GOODS 
AND BUSINESS INSTABILITY* 


Fao Lun CHENG 
University of Maine 


BusINEss cycle theories that employ aggregative and homogeneous 
concepts analytically tend to nurture competing hypotheses. Thus the 
use of “consumer goods” or “aggregative consumption” in cyclical 
analysis does not help reduce the degree of contradiction existing be- 
tween, for example, the under-consumption theories and the over- 
investment theories. This study breaks down the consumer goods in 
aggregate into categories in terms of their different degrees of dura- 
bility and divisibility, and observes their behavior over the cycles 
from 1919 to 1954. We give the concepts of durability and divisibil- 
ity statistical and operational definition. Thus, we define durability 
of a consumer good as the rate of turnover of the good in a stock of 
consumer goods; and divisibility as the ratio of its replacement cost 
to the income size of its owner-consumer. For example, a durable- 
indivisible consumer good will have low rate of turnover in stock 
and a high ratio of its replacement cost to the income size of the 
household in question. In addition to these concepts, we classify the 
demand for consumer goods into four kinds, namely, new user de- 
mand, replacement demand, augmentation demand, and abatement 
demand, and cast all of them into a cyclical context. Then, the be- 
havior of consumer goods in each cycle is studied in the light of the 
temporal position of the cycle as a distinct historical individual, as 
well as what cyclical conditions had preceded the cycle under study. 

The following are the results: 

1. As cycles moved away from consumer-durables-stock-exhaust- 
ing periods, such as major wars and severe depressions, the demand 
for consumer durable-indivisible goods showed signs of weakening 
during expansions as well as contractions, relative to the demand for 
producer durable goods on the one hand and to the demand for con- 
sumer non-durable-divisible goods on the other. 

2. Since the “weakening” is first observed in factory employment 
studies, the results are not a direct manifestation of the demand for 
durable-indivisible consumer goods from the consumers’ end. The 
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study finds that its “weakening” is transmitted through inventory 
investment or disinvestment and results in the cyclical change in em- 
ployment of production workers at the manufacturing level. Thus, 
as cycles moved away from consumer-durables-stock-exhausting 
periods, the inventory disinvestment in consumer durable-indivisible 
goods industries during downturns had a tendency to increase rela- 
tive to the inventory disinvestment in other industries; and the 
greater the inventory disinvestment, the greater the contraction of 
employment in that industry. 

3. Though, as the cycles moved away from the consumer-dura- 
bles-stock-exhausting periods, the consumer durable-indivisible goods 
sector tended to weaken (a condition of saturation), the non- 
durable-divisible consumer goods sector tended to strengthen and 
the producer goods sector tended to show unusual confidence and 
vigor. In an economy where resource-allocation is specialized and 
immobile, the weakened consumer durables sector tends to render 
the economy vulnerable for a downturn despite the steady growth in 
the other sectors. Thus, the farther the cycle is away from wars or 
severe depressions, the greater the contribution by the consumer 
durables sector to initiate a cyclical downturn. 

4. The portion of consumer durables expenditures financed by in- 
stalment credit is greater during the post-World War II period than 
during the post-World War I period. The study observes that the 
relatively greater portion of instalment credit in consumer durables 
expenditures means: (1) greater ease for consumers to allocate in- 
come for purchasing durables, and (2) greater “forced saving” 
through instalment debt repayment during recessions at the expense 
of consumer non-durables expenditures. Consequently, (1) the post- 
World War II mild recessions showed less strength and growth in 
consumer non-durables expenditures than in the interwar mild reces- 
sions, and (2) the portion of durables expenditures in total consumer 
outlay exhibits a trend of growth at the expense of that of the non- 
durables expenditures. 

The study suggests that the element of instability in the con- 
sumers’ sector seems to lie in the bunching of demand for durables 
by the mass, not by the over-saving of the rich. Thus, any counter- 
cyclical policy in so far as the consumers’ sector is concerned should 
differentiate the temporal position of the cycle in question. It be- 
hooves the policy-makers to impose more stringent controls over the 
demand for consumer durables in the cycles immediately following 
the consumer-durables-stock-exhausting periods than in cycles far- 


| 
| | 
| 
| 
} 
| | 
4 
j 


486 The Journal of Finance 


ther away from such periods. This will break the bunching in the 
“early” cycles and postpone the date of saturation of consumer 
durables stock. As a result, the long-run expansion phase of the 
economy will be elongated. Furthermore, a successful breaking-up 
of the bunching wi!! provide a cushion against severe contraction 
through a greater growth of the consumer non-durables sector, since 
the latter exhibited a great degree of stability over the cycles. Thus, 
any policy that can encourage the relative growth of the consumer 
non-durables sector can reduce the amplitude of business instability 
as a whole. 
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AN ECONOMIC ANALYSIS OF THE AGRICUL- 
TURAL PRODUCTION LENDING ACTIVITIES 
OF MINNESOTA COUNTRY BANKS* 


REYNOLD P. DAHL 
University of Minnesota 


THE PuRPOSE of this thesis was to determine how satisfactorily com- 
mercial banks are supplying the production credit needs of Minne- 
sota farmers. The inquiry into the problem is based upon loan sample 
data obtained from sixteen Minnesota country banks. Information on 
lending policies and practices was obtained from sixteen additional 
banks. Another phase of the study dealt with farm machinery credit 
because of its special significance. Fifty-seven banks were included 
in this phase of the study. 

Eighty-five per cent of all loans studied were on a demand basis, 
or for a term of six months or less. That these terms are not long 
enough to cover farmers’ needs is indicated by the fact that one-third 
of the loans involved some form of renewal. Also, by obtaining the 
disposition of each loan, it was found that 44 per cent were renewed 
at maturity. 

Banks devote little attention to borrower income analysis in their 
loaning operations. This is a major factor contributing to the present 
policy with respect to loan terms. Advantages would accrue to both 
borrower and lender if the maturity dates were geared to the time of 
anticipated farm income. 

Certain banks had more complete files of borrower financial state- 
ments and made more effective use of them than others. Indications 
were that a number of banks failed to recognize the comparison 
value of financial statements to follow financial progress and changes 
in borrower net worth over time. Credit files are a great help in mak- 
ing loans and should be given more attention. 

The most common interest rate on short-term farm loans was 7 
per cent, as 41 per cent of all loans were made at this rate. Thirty- 
three per cent of the loans were made at 6 per cent and 17 per cent 
were made at 8 per cent. It was apparent that the typical country 
banker had a considerable degree of latitude in determining interest 
rate charges. Some of the observed variations in interest rates were 
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attributable to differences in costs, particularly interest rate varia- 
tions by agricultural regions. Variations within regions were indica- 
tive of imperfect competition in the farm production loan market. 
Intra-bank variations were accounted for in part by size of loan. 

With respect to farm machinery loans, the same sound banking 
principles that apply in making direct loans should also be applied 
in purchasing dealer contracts. If not, contracts may become a means 
by which overextension of credit through split-lines may occur. The 
advantages of direct loans outweigh those of contracts for the typical 
farmer. 

Fifty-five per cent of the assets of the average Minnesota rural 
bank consisted of cash and United States government obligations. 
This leads to the conclusion that banks could make longer-term farm 
production loans without unduly hampering their liquidity. This 
would be particularly true if banks look to bonds for liquidity rather 
than return. The liquidity requirements, consequently, can be satis- 
fied to an important degree through the investment portfolio. 

An analysis showed substantial changes in the financial structure 
of country banks over time. It also revealed several lessons in the 
management of bank funds that country banks have learned through 
painful experiences in the past. A consideration of these lessons, 
deposit insurance, and the increased liquidity of banks leads to the 
conclusion that country banks will be a more reliable source of agri- 
cultural credit in the future. 
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COST OF CAPITAL AND FAIR RATE OF RETURN* 


GLapys ELLENBOGEN 
Fairleigh Dickinson University 


THERE has been in the postwar period a widespread acceptance of 
the cost of capital technique for the determination of the fair rate of 
return to public utilities. However, there has also developed in this 
period a serious controversy which concerns the proper relationship 
between the cost of capital and the fair rate of return to be allowed 
to public utility companies in periods characterized by substantial 
changes in the value of money. In Part I of this work the cost of 
capital approach to the fair rate of return has been analyzed and 
evaluated. Part II studied the issues in the current controversy. 

The cost of capital is the weighted percentage cost of the various 
components in the utility’s capitalization. The historical or experi- 
enced cost of capital is the appropriate measure for the cost of debt 
and preferred stock capital. Computation of the current cost of debt 
and preferred stock capital is relevant only in those instances where 
the company applying for a rate change anticipates the issuance of 
debt and preferred stock securities in the relatively near future. 

A trend of recent earnings-price ratios is the most satisfactory 
measure of the cost of equity capital. In periods marked by rapid 
expansion, greater reliance may be placed on earnings-issue price 
ratios as indicative of the current cost of common stock capital. 

In the period 1946 through 1953 the fair rate of return allowed 
to public utility companies has been geared closely to the cost of 
capital. The cost-of-money approach, however, cannot account for 
realized inflation but merely to some extent for anticipated inflation. 
Only minor differences exist between the cost of capital to utilities in 
original cost states and the cost to companies in “fair value” or 
reproduction cost states. This method, therefore, results in econom- 
ic expropriation or the reduction in real value of the property of in- 
vestors in original cost jurisdictions. 

Plans to prevent further economic confiscation are limited to con- 
sideration of the equity investors. Public utility commissions can- 
not change the nature of contractual obligations. 

Public utility rate control is viewed by the Supreme Court as a 
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species of price fixing. The three models which can serve in setting 
service charge levels are competitive prices, monopolistic prices, and 
socialistic prices. In the absence of any mandate from the legisla- 
tures that the utilities be nationalized, socialistic price setting is 
illegal. Monopolistic pricing must be rejected because regulation has 
always sought to eliminate possible monopolistic abuses in a natural- 
ly monopolistic sector of the economy. Competitive pricing requires 
that in periods of rising prices the capitalized value of the assets oi 
the controlled companies be increased in proportion to the changing 
prices. This conforms to the Supreme Court principle that the earn- 
ings of utilities be commensurate with the earnings on other invest- 
ments of similar risk. 

Plans to adjust the rate of return for changes in prices are ex- 
plicitly based on the ethical judgment that to be fair a return must 
not confiscate real values. They are also based on the legal principles 
that a return not adjusted for the price level fails to meet the “com- 
parability” test, the maintenance of credit test, and the financial 
integrity test. 
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PUBLIC UTILITY REGULATION IN CONNECTICUT* 


BARBARA ANN FEINN 
Office of John D. Rockefeller, Jr. 


THIs sTUDY analyzes Commission regulation of private electric light 
and power utilities in Connecticut and the extent to which the regu- 
lation has furthered generally accepted objectives of public welfare. 

Because competition has been deemed uneconomic for the “nat- 
ural monopoly,” the price policies of the electric utility are the 
results, not of business decisions based on the structure and organi- 
zation of the market, but of a combination of business decisions and 
decisions of state commissioners delegated by law to regulate the 
utility. In its review of this delegated authority, the Supreme Court 
at first prescribed principles of rate making, but now confines its 
jurisdiction to the effects of the regulatory process. 

Four objectives other than fair return on a fair value and alloca- 
tion of resources were introduced into the study for purposes of eval- 
uating the effectiveness of Commission regulation as an approach to 
a social rate policy: (1) development of demand; (2) minimization 
of costs; (3) incentives to technological and managerial advance; 
and (4) reduction of economic fluctuations. These objectives are not 
incorporated in existing theories of rate making because of the 
tendency of theory in general to neglect demand and production 
functions through time, and the relation between industry (utility) 
prices and the business cycle, levels of employment, the state of the 
national economy, and the size of the national income. 

The rate-making machinery in Connecticut is comparable to that 
in most states. Three commissioners with a limited staff and budget 
regulate the activities of eleven utility companies with assets of $300 
million and gross income of $83 million. The Commission’s authority 
has been substantially extended since the original statute of 1911 
and is now similar to that of the majority of Commissions and not 
unlike that of a few noted for their social orientation. Reflecting 
Supreme Court thinking, Connecticut courts have left the Commis- 
sion free to act within the limits of the authority delegated to it and 
to make decisions which can be challenged only as being confiscatory 
or unreasonable. In various aspects of the results of regulation, i.e., 
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rate levels, rate structures, and rates of profit, Connecticut ranks 
with the pioneering states, including New York, which because of its 
similar geographic and cost conditions lends itself particularly well 
to such a comparison. 

The experience of the Connecticut Commission from 1930 to 1951 
illustrates the extent to which its regulation has not been designed to 
further the social objectives. The Commission’s central concern for 
the utility’s financial integrity denied emphasis to the welfare criteria, 
unless these affected the utility’s ability to attract capital. This con- 
cern was based on the Commission’s philosophy that the public 
interest would be best served through the utility’s financial sound- 
ness, which, in turn, was dependent upon an attractive rate of 
return. In this, the Commission ignored, for the most part, not only 
indirect ways of insuring the utility’s well-being, but also direct ways 
of insuring the public welfare. None of the above social goals was 
adopted explicitly by the Commission, and probably only one, incen- 
tives to advance, implicitly. If any were approached in the rate- 
making process, it was not because they were themselves conscious- 
ly selected goals. At the same time, this judicial attitude, with its 
concentration on general financial data, allowed the utilities great 
freedom of internal decision. 

That in fact these goals may actually have been approached in 
Connecticut is suggested by the comparability of its rate levels, rate 
structures, and rates of profit with those of New York. It is entirely 
possible that a judicial attitude on the part of a Commission, when 
combined with an exacting concentration on over-all financial data, 
may, by encouraging entrepreneurial initiative, provide an adequate 
substitute for the pressures of competition. Such an orientation, 
moreover, supplemented by the very nature of the regulatory 
process, may even further, however indirectly, the welfare criteria 
by creating an environment conducive to their achievement by the 
utilities themselves. 
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STABILIZATION ATTEMPTS IN AN “OPEN” 
ECONOMY—AUSTRALIA* 


JoserH A. Hasson 
University of Washington 


INCOME variations in Australia and other primary producing coun- 
tries follow primarily from fluctuations in export prices and terms of 
trade. The conclusions reached in this study regarding the stabiliza- 
tion effects of selected measures used in Australia also have applica- 
bility to other primary producing countries. 

Domestic agricultural price policy, important in Australia, is mani- 
fested in two forms: 

1. Australia cannot unilaterally affect the world prices of its ex- 
ports. It seeks, therefore, to affect incomes of primary producers by 
determining the home market price of primary products. But since 
the minor part of export production is domestically consumed and 
the lower world prices are nevertheless received for the larger por- 
tion of output, the policy is ineffective and merely results in a redis- 
tribution of income in the economy. 

2. The second policy, embodied in the Wheat Price Stabilization 
Act of 1948, aims at immobilizing some of exporters’ incomes when 
terms of trade are favorable and at supplementing them when terms 
of trade are unfavorable. Such action can stabilize real incomes 
domestically produced and imported, but is defective in several re- 
spects. Random variations in output can occur; inconsistencies be- 
tween changes in incomes of primary producers and payments to and 
from the stabilization fund can develop; balance of payments dis- 
equilibrium can be perpetuated; resource allocation is interfered 
with. 

The Australian price scheme differs from those in other primary 
producing countries in that it has a stabilization fund which is coun- 
tercyclically operated. In addition, guaranteed prices paid primary 
producers are adjusted to surveyed production costs. From 1926-27 
to 1941-42, variations in wool and wheat proceeds were explained 
more by price than by quantity changes. Wool proceeds would have 
been stabilized more than wheat proceeds if the policy had been in 
operation. While income stability of producers would have been 
greater if gross income changes were accompanied by offsetting pay- 
ments to or from the funds, no consistent pattern was found for 
either wheat or wool. 


* A dissertation completed at the University of Chicago in 1951. 
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The foregoing deals with national measures. The International 
Wheat Agreement stabilizes wheat prices in the short run and mini- 
mizes interference with resource allocation in the long run. Theoreti- 
cally, it strives for internal and external stability. 

The effectiveness of a flexible exchange rate policy as a stabiliza- 
tion measure for primary producing countries depends on a complex 
of factors: (1) terms of trade, (2) domestic incomes, and (3) balance 
of payments. Terms of trade would be virtually unaffected because 
of the high foreign demand elasticity for exports and the high foreign 
supply elasticity of imports. Domestic incomes would increase fol- 
lowing higher domestic currency prices of exports and a greater 
volume of exports; some substitution of domestically produced 
goods for imports would occur as the domestic currency price of im- 
ports increased. The balance of payments position would improve at 
unaltered foreign prices. Export volume would increase and import 
volume decrease. The final effect on imports would depend on income 
effects following the rise in exporters’ incomes. 

Assuming resource mobility in the economy, flexible exchanges 
would maintain the level of real incomes but its composition would 
be altered. Price policy would protect the economy against shifts in 
terms of trade and woulc stabilize total real income as well as its 
composition. 

The contribution of the flexible exchange and price stabilization 
policies operating jointly was found to depend on possible changes in 
export volume, on the prevailing relationships between export and 
guaranteed prices and on the differences paid into the stabilization 
fund. 

The institutions necessary for implementing monetary and fiscal 
policies are available in Australia; they are not present in other 
primary producing countries. The use of such policies may be 
limited by the conflict between internal and external stability and 
may require considerable exchange reserves. In a deflation, mone- 
tary policy might be restricted by the paucity of exchange reserves, 
important in bank credit expansion. In a deflation, too, fiscal policy 
might be of little value in affecting depressed incomes of exporters 
since only a relatively small percentage of principal exports is domes- 
tically consumed; also, the income elasticity of demand for primary 
products in those countries is low. Inflation and deflation in such 
economies are typically due to high or depressed export prices of one 
or two principal exports. More effective than general variation in 
revenues and expenditures may be the use of selective fiscal measures 
to affect key factors in the economy. 
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THE IMPLEMENTATION OF MONETARY POLICY 
WITH SPECIAL ATTENTION TO THE AVAIL- 
ABILITY OF CREDIT* 


CHARLES FosTER HAywoop 
Tulane University 


THE cost-of-money doctrine, which emerged in the institutional com- 
plex of the London market for funds, came to dominate the theory 
of monetary policy after the monetary-equilibrium analysis of Wick- 
sell cast the doctrine in a theoretical framework of general applica- 
bility. Further theoretical elucidation led to the view that the chief, 
if not sole, implement of monetary policy was the manipulation of 
the rate of interest to influence the investment decisions of entrepre- 
neurs. Criticisms of the doctrine, especially after the economic col- 
lapse of the early 1930’s, concluded that the ability of the monetary 
authorities to control the market rate of interest was limited and that 
investment decisions were not much affected by the cost of money. 
In recent years, there has been reason to question these conclusions. 

Emphasizing the “availability of credit” as an implement of mone- 
tary policy, the availability-of-money doctrine has taken issue with 
the view that the rate of interest is the only means by which lendable 
funds are rationed. Borrowers may find themselves in the “unsatis- 
fied fringe” as a result of deficient organization of lending facilities, 
risk premiums exacted in other terms of the loan contract than 
interest charges, and the fact that at times lenders may consider 
themselves loaned-up. There may also be an “unsatisfied fringe” of 
lenders as the central bank may ration its funds by other means than 
price. Changes in the availability of money have significance for the 
expenditure plans of entrepreneurs and consumers and may influence 
not only the rate of spending with borrowed funds but the rate of 
spending with existing balances. 

The significance of changes in the supply of loanable funds has 
also received much emphasis in the recent revision of the theory of 
monetary policy. Such changes have sometimes been referred to as 
changes in the “availability of credit.”” However, to distinguish the 
effect of the non-price rationing mechanisms from the quantitative 
effect of monetary policy, the supply-of-funds doctrine has developed 
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as a description of the means by which the monetary authorities in- 
fluence the “actual amount of money in the market to be loaned” and 
thereby affect the volume of spending with borrowed funds. The sup- 
ply of funds is a reflection of the demand of lenders for money and 
income-yielding assets, and although the monetary authorities pos- 
sess some powerful techniques of control, their ability to determine 
the size and composition of lenders’ assets has limitations. 

Each of the three implementation doctrines implies that the mone- 
tary authorities can control an important determinant of the demand 
of lenders for debt assets, i.e., evaluations of credit risk. Stabiliza- 
tion of the general level of risk valuations appears consistent with 
the view that monetary policy should not result in differential treat- 
ment of classes of borrowers, but control of differential changes in 
risk valuations would seem to pose a fundamental question as to the 
scope of monetary policy. 
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INFLATION: AN EQUILIBRATING PROCESS* 


ELMER Paut LoTsHAW 
Washington University 


INFLATION is defined as a process of change in economic relation- 
ships set in motion by the appearance of aggregate excess demand 
under conditions of full, or near full, employment. In the absence of 
government control over prices, i.e., in “open” inflation, the process 
results in either hyperinflation, defined as a state of permanent dis- 
equilibrium in which the value of money approaches zero, or the re- | 
establishment of equilibrium at some higher price level. The objec- 
tive of this study is to ascertain the circumstances under which the 
process of “open” inflation can be an equilibrating process. Parts I 
and II of this study consist of theoretical and empirical analyses of 
inflation, respectively. 

If inflation is to be an equilibrating process conditions must be 
such as to satisfy the appropriate equilibrium and stability condi- 
tions. These conditions are determined in Part I using static and 
dynamic “models” incorporating presumed characteristics of the 
American economy. The existence—or non-existence—of a deter- 
minate equilibrium level of prices at which supply and demand are 
equated, ex ante, is established within a static framework of analysis. 
The stability conditions, ascertainable only within a framework of 
dynamic analysis, determine whether the price level will, through 
time, move toward or away from equilibrium. 

The empirical analysis contained in Part II utilizes data from the 
post-World War II and Korean war inflations in the United States. 
The empirical study consists of (1) a systematic analysis of changes 
in the functional, sectoral, and personal distribution of income dur- 
ing this period, and (2) a general consideration of empirical findings 
relative to the determinants of private investment and consumption 
expenditures. The principal objectives of this empirical analysis are 
as follows: (1) to establish order-of-magnitude estimates of the 
values of the strategic parameters, as determined in Part I, and (2) 
to determine if any variables essential to an explanation of the 
process of inflation were omitted from the “models” developed in 
Part I. 


* A dissertation completed at the State University of Iowa in 1955. 
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The factors found to be most important in determining whether or 
not inflation will be an equilibrating process are as follows: (1) 
changes in the cost and availability of credit and, hence, the money 
supply; (2) government fiscal policy; (3) effects of changes in the 
price level and accompanying changes in the level and composition 
of output upon functional, sectoral, and personal distribution of in- 
come (these distributional changes are important in that they affect, 
principally, the components of aggregate demand); (4) effect of be- 
havior of prices over time upon the elasticity of price and income 
expectations. 

Whether changes in the money supply and fiscal policy contribute 
to or impede the re-establishment of equilibrium depends upon pub- 
lic policy. The other factors to which primary attention was directed 
in this study may be viewed as “built-in” equilibrating or disequili- 
brating forces. Each of the factors noted above can be classified as 
sources of “temporary” and/or “permanent” changes in excess de- 
mand. “Temporary” changes in excess demand are due to distribu- 
tional lags and changes in price and income expectations. These de- 
termine whether or not the system will be stable. “Permanent” 
changes in excess demand are brought about, principally, by changes 
in the money supply, the nature of the tax system, government trans- 
fers, the fixed dollar nature of the public debt, and changes in the 
level and composition of output. The direction and magnitude of the 
“permanent” changes in excess demand determine whether or not an 
equilibrium position exists, i.e., a higher level of prices at which ex- 
cess demand approaches zero. 
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STIMULATION OF PRIVATE INVESTMENT 
BY GOVERNMENT* 


Maurice Cecit MACKEY, Jr. 
University of Illinois 


THE puRPOsE of this thesis is to investigate the methods which have 
been used in recent years (1918-54) to stimulate private business 
investment. 

Government has adoped as the basis for much of its policy a 
theory which identifies private investment as the strategic factor in . 
achieving and maintaining a high level of economic activity. The 
World War I, World War II, and Korean emergencies required large 
capital expenditures within short periods of time. Lacking adequate- 
ly planned programs, and with public investment increasingly ex- 
cluded on ideological grounds, government was forced to resort to 
the stimulation of private investment in order to deal with the emer- 
gencies. In less critical times private interests have been able to con- 
vince Congress that the same benefits which were offered to stimulate 
wartime expansion were necessary to insure a level of private invest- 
ment sufficiently high to insure maximum employment and produc- 
tion. 

The stimuli, originally intended as temporary, selective, emergency 
privileges for use in critical areas only have become more general 
and their identification with national defense more vague. The tem- 
porary, selective privileges have been transformed into a general, 
permanent system of privilege, ostensibly available to all, but actual- 
ly advantageous only to those strategically placed with regard to 
capital formation. 

In this thesis the writer attempts to trace the effects of the institu- 
tional factors which have influenced the development of the current 
theory that private investment is the key to economic well being. 
Also, an attempt is made to discover the factors which have led to 
the widespread acceptance of the belief that government must stimu- 
late private investment if a satisfactory level of economic activity is 
to be maintained. 

In general the investigation has been limited to stimuli which met 
two qualifications: (1) the actual dollar amounts of investment in- 
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volved were sufficiently large that they were important to the over- 
all economy; (2) the stimuli were general in nature—not restricted 
to certain industries or specific geographic areas. 

The principal methods of stimulating investment which fitted 
these qualifications are tax remission, usually accelerated amortiza- 
tion; government guaranties of private financial obligations; and 
direct government loans. Such measures as maritime subsidies and 
air mail subsidies which are justified on grounds other than their 
stimulative effect on investment have been omitted. 

The main sources of material have been public documents and 
public laws. Reports and hearings of the congressional committees 
provide most of the information available, for there has been almost 
no work on the subject, monographs or journal articles, by the pro- 
fessional economists. 

The data lead to the following conclusions: (1) Government has 
been forced to resort to the policy of stimulating private investment 
largely as a result of organized pressures from big business. (2) This 
has favored large corporate enterprise and facilitated the increase of 
monopoly power and at the same time has weakened the relative 
position of small business. (3) This policy of stimulating private in- 
vestment while failing to exploit the alternatives of public invest- 
ment and the encouragement of consumption has led to a misalloca- 
tion of resources in the economy. Serious investment shortages have 
developed in some areas not readily susceptible to private invest- 
ment, while overexpansion has occurred in other areas. (4) There is 
reason to doubt that the measures which have been used to stimulate 
private investment, especially tax remission, would be effective in 
time of recession or depression. These stimuli have been used chiefly 
in times when profits and profit expectations were high, and invest- 
ment should have needed little if any stimulation. 
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MONETARY POLICY IN CONTINENTAL 
WESTERN EUROPE, 1944-52* 


STEPHEN F. SHERWIN 
New York University 


In 1944-45 the monetary situations in Belgium, Denmark, France, 
Germany, Italy, and the Netherlands were strikingly similar. Each 
country had financed the war by printing notes, and the rigorous en- 
forcement of price controls had kept price rises to relatively small 
proportions. Hence, these countries were faced with excess liquidity . 
and repressed inflation. A reduction of the money supply was called 
for to prevent open inflation and to permit an orderly process of re- 
construction. 

Belgium and Holland reduced excess liquidity through currency 
reforms, which consisted of the outright cancellation and temporary 
blocking of the money supply. They were thus spared from open in- 
flation. France and Italy failed to reduce liquidity, and were con- 
sequently beset by a price-wage spiral. In Germany inflation was 
repressed to such an extent that money lost its normal functions and 
the economy lapsed into a state of barter. Three years elapsed before 
a currency reform eliminated excess liquidity and restored a credit 
economy. Only Denmark was able to avoid inflation without reduc- 
ing the money supply, primarily because its excess liquidity was 
relatively small. 

The postwar reconstruction brought new inflationary pressures to 
all countries. Qualitative credit controls were generally a failure, un- 
less accompanied by price and wage controls, and these were suc- 
cessful in curbing inflation only when supplemented by restrictive 
monetary or fiscal policies. 

By the end of 1948 production had reached prewar levels, and in- 
flation had been arrested in all countries. A majority, however, still 
had deficits in their balance of payments. In countries such as Bel- 
gium, France, Germany, and Italy, which had relied primarily on 
monetary policy during the reconstruction, inflation was followed by 
a recession. No attempts were made to overcome the recession by ex- 
pansionary monetary policy, because of the fear of renewed inflation 
and the persistent deficits in the balance of payments; the mere low- 
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ering of interest rates and an ample supply of commercial credit 
were insufficient to stimulate economic activity. In contrast, Den- 
mark and Holland, whose economic policies during the reconstruc- 
tion had centered on direct controls, were able to avoid a recession. 

The outbreak of the Korean war in June, 1950, found Western 
Europe in the midst of a non-inflationary upsurge of economic activ- 
ity and on the way toward balancing its foreign accounts. Faced with 
world-wide inflationary pressures, all countries experienced renewed 
price rises and balance-of-payments difficulties, because neither large 
increases in production nor a reduction of the money supply could 
offset the rise in velocity caused by inflationary expectations. After 
international raw material prices fell in the spring of 1951, inflation 
was arrested through credit controls in all countries. However, the 
balance of payments was brought into equilibrium only where re- 
strictive monetary and fiscal policies were pursued, as in Belgium, 
Denmark, Germany, and Holland. Where the foreign accounts were 
not balanced, as in France and Italy, uneasy price stability con- 
tinued, and the danger of renewed inflation imposed severe limita- 
tions on their attempts to raise standards of living through domestic 
investment programs. 

Finally, a general trend toward financial orthodoxy appears clear- 
ly discernible in all countries. Immediately after the war, cheap 
money policies were wholeheartedly accepted by all left-of-center 
parties and often indorsed by many right-of-center parties. In recent 
years such policies have again been rejected by the rightists and 
frequently disavowed by the leftists, with the exception of the com- 
munists. This change of outlook may be attributed to the realization 
that interest savings, as the result of cheap money policies, are an 
insufficient compensation for the evils of inflation. 
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ACTIVITIES OF STUDENT AFFILIATES 


MICHIGAN STATE UNIVERSITY 


The Michigan State University Chapter has enjoyed a second successful year 
of activities. In addition to hearing speakers from various fields of finance, the 
group has had an increase in membership since last year. Some of our guest 
speakers this past year were: MacPherson Browning of Merrill Lynch, Pierce, 
Fenner and Beane; Howard Stoddard of Michigan National Bank; L. O. Taggart 
of the National Finance Company; and Merrill Pierson, assistant controller of 
Michigan State University. We were especially fortunate in having as a guest 
Mr. A. E. Jeffcoat of the Stockholder Relations Department of the Ford Motor — 
Company. Mr. Jeffcoat’s address dealt with the many factors involved in the 
marketing and publicizing of a large stock offering, such as that recently per- 
formed by the Ford Foundation. The student turnout for this meeting was well 
over one hundred, and a very lively question-and-answer period followed the 
address. 

Student officers the past academic year were: Sheldon Smith, president; 
Gerald Avery, vice-president; and Noel Peterson, secretary-treasurer. Professor 
E. Grunewald will continue to serve as faculty adviser in the absence of Pro- 
fessor Richard W. Lindholm, on leave to serve with the Vietnam Project. 

Plans for 1956-57 include joint meetings with other related groups and a field 
trip in addition to our regularly scheduled activities. 
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BOOK REVIEWS 


Business Finance 


Non-profit Corporations and Associations: Organization, Management, and Dis- 
solution. By Howarp L. Oreck. Englewood Cliffs, N.J.: Prentice-Hall, 
1956. Pp. xvi+460. $10.00. 


This volume presents a comprehensive, legalistic description of the forma- 
tion, operation, and dissolution of not-for-profit enterprises in the United States. 
The book takes a how-to-do-it approach which is particularly useful to persons 
interested in forming or operating a non-profit corporation or association. 

The author’s years of legal experience are evident throughout the volume as 
every aspect of non-profit organizations is discussed almost exclusively from the 
legal point of view. Footnote references refer entirely to court decisions and 
state statutes. Approximately one-third of the text pages in the book are de- 


voted to sample legal and administrative forms. The author states that these 


forms will be useful to lawyers for adaptation to specific situations but that 
they are only of informative value to laymen. These sample forms cover such 
things as certificates of incorporation, by-laws, meeting calls, purpose clauses, 
power clauses, etc. At the conclusion of each chapter is a checklist of points to 
remember. 

The final chapter in the book is a proposed uniform short statute for states 
that have little or no modern legislation relating to non-profit enterprises. One 
of the author’s major theses is the lack in most states of good statute law re- 
lating to these organizations. It is hoped that this volume will arouse some 
interest on the part of responsible authorities for clarification of the legal and 
tax position of not-for-profit associations and corporations. 

This well-annotated volume takes a step-by-step approach to the organization 
and operation of a non-profit enterprise which should be useful to lawyers and 
laymen. Very little, however, is included on the place of these organizations in 
society or on the non-legal aspects of their administrations and operations. For 
example, lists of special licenses which may be needed as well as lists of types 
of approvals necessary for a non-profit organization are included, but there is 
little coverage of managerial problems in dealing with members or of techniques 
of financing. 

The author differentiates the public-benefit enterprise from the general not- 
for-profit organization and stresses the need for more general acceptance of this 
distinction in law and elsewhere for the general benfit of society. The advantages 
of the corporate form of organization for non-profit situations are clearly stated. 
The author believes that this form is the most satisfactory for the great major- 
ity of non-profit organizations. Unincorporated associations, however, are given 
good coverage. 

Of most interest to the person engaged in organizing, promoting, or managing 
a non-profit enterprise are the sections on taxes and tax exemptions and on or- 
ganization and individual liability. The chapters on by-laws and directors are 
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particularly informative. All legal aspects of formation, operation, and dissolu- 
tion are completely covered. 

Non-profit Corporations and Associations: Organization, Management, and 
Dissolution will be primarily useful as a reference volume for people actively 
engaged in the formation or operation of non-profit enterprises. The author’s 
emphasis on the how-to-do-it approach appeals primarily to this group. Members 
of non-profit organizations will be less interested in this work than the managers, 
promoters, and lawyers involved. 

Joun K. PFAHL 
Ohio State University 


Selected Case Problems in Finance. By Rosert J. Oppitz. Englewood Cliffs, 
N.J.: Prentice-Hall, 1956. Pp. ix+144. $2.50 (paper). 

In this book the author has assembled eighty-five relatively simple case - 
problems. His aim is to provide “illustrative problems and materials as a text- 
book supplement for undergraduate courses in business and corporation finance.” 
The publishers also make available for teachers a seventy-eight-page manual 
of solutions to the selected case problems. 

A casual reading of the problems left the impression that some of them were 
unnecessarily elementary. As an experiment, two which seem to fit into this 
category were given to one of my sections in corporation finance near the end 
of this semester. Without noting that the students did poorly—which they did— 
it must be said in fairness to the author that an evaluation of the problems for 
a finance course should not be made until they have been used in the classroom. 

The problems are grouped under the following six headings: “Organization and 
Control”; “Financial Concepts”; “Financing Long-Term Requirements”; “Fi- 
nancing Working Capital Requirements”; “Financial Planning, Administration, 
and Control”; and “Financial Adjustments.” To make the book easy to use, the 
author has placed at the end of each chapter references to related problems in 
other sections of the text. 

After having experimented in the teaching of business finance for several 
years, using many prospectuses, annual reports, and other data which could be 
gathered in quantity, I have not yet found the ideal method. As one inexperi- 
enced in the use of a problem book, it is my plan to have this one used in one 
of our sections in corporation finance during the fall semester to see if the 
effectiveness of the teaching can thereby be improved. 

KENNETH L. TREFFTZzS 
University of Southern California 


Insurance 


Successful Handling of Casualty Claims. By Patrick Macaricx. New York: 
Prentice-Hall, 1955. Pp. xiv+495. $6.50. 

This book was written to guide the steps of new casualty-claims men. The 
author, an attorney, drew on his twenty-five years of experience in claims work 
to provide a wealth of practical information for the neophyte. There are few 
up-to-date texts or published claims manuals available in this field. This book 
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partially fills the void. However, since it is essentially a series of check lists for 
the practicing claims adjuster, its usefulness as a text in a college course would 
be somewhat limited. 

The first part of the book presents, in sixty-three pages, some principles of 
law: torts and negligence, determination of liability, agency and bailment, and 
trial procedure. The discussion on many of the complex points of law is so con- 
densed as to be valueless. Next follows a short section that introduces casualty 
insurance and explains casualty reserves. 

The book really starts with chapter 8 where the author begins his discussion 
of the techniques of the claims-adjusting trade. In a clear and concise manner, 
he lets down his hair and explains how to plan an investigation, take signed 
statements, gather physical facts and medical information, deal with cases of 
fraud, obtain releases, conduct settlement negotiations, and handle coverage 
problems. There follows a detailed examination of the significant sections of 
the automobile policy, public and professional liability policies, and workmen’s 
compensation coverages, with suggestions of how to investigate, settle, and re- 
port each. 

In the Appendix, the author has supplied a selected bibliography of legal, 
medical, and insurance books and periodicals that should be of interest and 
value to the claims man. Also, there is an index of the seventy-five check lists 
that are scattered through the book. This book would be a useful addition to the 
library of a novice in claims work. 


Texas A. & M. College Davip R. FitcH 


Property Insurance. By Joun H. Macee. 3d ed. Homewood, IIl.: Irwin, 1955. 
Pp. xv+767. $6.50. 

The author does not indicate in the Preface to the third edition of this well- 
known book whether he intended it exclusively to meet the need for a classroom 
text, or, in addition to help those needing a reference work, as general reading 
by those working in the insurance business, or even for the general public. In 
the absence of other indication by the author, it has been presumed that his 
major objective is the preparation of a classroom text, with probably the hope 
that the book might be useful for any or all of the other purposes mentioned 
above. With this in mind, the general conclusion of this reviewer is that the book 
is excellently descriptive in its detailed treatment of the various types of property 
insurance coverage. This includes the greatest part of the book, from chapter 
vi to the end. Few authors in the field of insurance equal Magee in thoroughness 
of description of the great variety of these coverages. 

However, a source of disappointment is that there is little by way of stimu- 
lating analysis of the problems which challenge the advanced student or which 
may perplex others interested in the purchase or sale of property insurance. By 
this is meant such questions as how the buyer should select, or the agent logically 
recommend, the appropriate types and amounts of protection from among the 
many policies and optional coverages offered. In effect, the book lays out in de- 
tail all the many items of protection available, but gives little or no assistance 
or guidance in development of a sound philosophy as to making best use of the 
facilities provided. This is especially noticeable with respect to the area of 
business and commercial risks. 
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The first five chapters present a summary discussion of basic concepts in the 
insurance business, such as the nature of risk, the various kinds of insurance 
carriers and their practices, insurance finance, and basic legal concepts. A large 
percentage of the material included is elementary matter which students taking 
a specialized course in property insurance could very well be assumed to have 
absorbed in a preceding general insurance course. Since one of the problems in 
any insurance book is to keep the length of detailed material to a minimum, it 
would seem that a great deal of the content of the first five chapters could have 
been omitted from a book dealing with the specialized area of property insur- 
ance. Probably one introductory chapter could have provided adequate setting 
for the ensuing discussion of the various types of property insurance. 

The subject of fire and casualty insurance finance is dealt with in summary 
fashion in chapter iv. This is an important subject and it seems to this reviewer 
that a more valuable contribution could have been made in this area. If the 
content of this chapter is good insurance, it does not appear to be good finance. 
A great deal of confusion or at best vagueness was noted in explanations of © 
terminology. Particular examples of this are to be found in the discussion of 
voluntary reserves and unearned premium reserves, where the use of financial 
terms is very loose. For example, it is stated that voluntary reserves constitute 
a part of the stockholder’s equity but also that they include those set aside for 
matured but unpaid obligations. The text violates conventional accounting and 
financial terminology in many instances. 

In general, the book is well written and easily readable. However, chapters iii 
and iv contain a number of typographical errors and cases of misuse or omis- 
sion of words, which detract from clarity. Also a number of grammatical errors 
were noted in those chapters, as well as frequent use of confusing sentence con- 
struction and technical jargon which might pass in informal conversation but 
is not appropriate in literature. 

On the whole, Property Insurance should be a very useful volume for a wide 
variety of reference purposes, as well as for broad descriptive coverage of the 
property insurance field. However, in conclusion it is necessary to express the 
opinion that it does not seem to meet what to this reviewer is probably the 
greatest present need in insurance literature, namely, a provocative approach 
which will stimulate the thought and analytical abilities of our graduating stu- 
dents and others in the insurance business, as well as the general public, toward 
the end of better usage of the splendid insurance facilities now available to 
cover almost every conceivable type of financial risk. 


R. F. McDonatp 
Detroit, Michigan 


Pensions: Problems and Trends. Edited by DAN M. McG1L_. Homewood, III.: 
Irwin, 1955. Pp. xv+211. $4.50. 

It sometimes seems that over the decades the number of dollars going into 
pension plans just about matches the number of words being written about them. 
Even as late as 1940 a pension student could read most of the material coming 
out and still get his work done, but no longer is this true. 

The problem of plethora of printed words makes a volume such as this espe- 
cially useful to the reader. It brings together a group of experts, each limiting 
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himself to that area of a complex field which he knows best. The late David 
McCahan deserves real credit for selecting the topics and problems of pensions 
discussed both in scope and detail. This volume is the sixth in the “Lectures” 
series of The S. S. Huebner Foundation for Insurance Education at the Uni- 
versity of Pennsylvania. 

The first three chapters set the stage for discussion of public and private pen- 
sion plans by discussing population trends, the economic status of the aged, and 
public pension plans including Old Age and Survivors Insurance, federal staff re- 
tirement plans, state and local programs, and private plans. Emphasis upon the 
philosophical basis of pension plans is contained in the second and third chapters 
and the evaluation of private pension plans provides a good background for 
later material. 

Chapter 4 discusses the “Impact of Tax Policy on Private Pensions.” Present 
tax structures make it difficult for employees to provide for their own retirement 
through personal savings but at the same time make it substantially less expen- 
sive for employers to help them make such provision. 

The next two chapters, “The Economic Impact of Private Pension Plans” and 
“The Impact of Private Pensions on Capital Formation and Investments,” de- 
serve particularly careful study. The authors of these chapters are discussing 
the broad, long-range influences of the vast accumulations of capital now being 
channeled into pension funds. Some speculations are made as to whether these 
funds mainly represent diversions from personal savings in other forms or diver- 
sions from consumers’ current expenditures. “. . . We can observe that over 
a long period of years there has apparently been no pronounced increase in the 
proportion of personal income saved, despite the great development of life in- 
surance and other thrift institutions. In effect, one form of personal savings has 
been diverted to another. Also, in the process, direct investment of savings by 
the individual has been partially displaced by indirect investment through inter- 
mediary institutions.” 

The next chapter, “Trends and Implications of Mortality under Private Re- 
tirement Plans,” deserves especially careful reading in view of the questionable 
practices followed in many pension plans. The following chapter, ‘Actuarial 
Solvency of a Pension Plan,” describes traditional methods of approach to actu- 
arial solvency without bringing sufficiently to the reader’s attention the weak- 
nesses inherent in some of the methods used. 

The problem of inflation and the newly developed variable annuity plans are 
covered in “Pensions—Meeting Price Level Changes,” which discusses the 
College Retirement Equities Fund (CREF) established by Teachers Insurance 
and Annuity Association, and some of the later developments. This chapter is 
followed by detailed and informative discussions of “Characteristics of In- 
sured Pension Plans.” 

Keeping to its broad over-all look at the entire pension problem, the final two 
chapters of the volume discuss preparation for life after retirement and then 
compare American and foreign pension plans. 

Perhaps $3,000,000,000 are being saved through pension plans each year and 
one out of every eleven people in the United States is now over age sixty-five 
compared with only one out of twenty-five at the turn of the century. This 
forces to the forefront of our thinking all of the economic, social, medical, 
psychological, investment, and other problems connected with pensions. While 
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this volume is not limited to the economic and financial phases of pensions its 
emphasis is upon them and its is recommended to students of financial affairs 
as a thoughtful discussion of the problems. 

C. GREENOUGH 
New York City 


Modern Life Insurance: A Textbook of Income Insurance. By Ropert I. MEHR 
and Ropert W. Oster. Rev. ed. New York: Macmillan, 1956. Pp. xvi+ 
747. $6.90. 


The authors of this revised edition of Modern Life Insurance set as their 
goal a book which will make both the teaching and learning of the subject easier 
for college students. In this reviewer’s estimation they have succeeded admirably. 

The book is divided into nine parts, with the chapters so arranged that the 
material is adaptable to different types of course and teaching objectives with- © 
out great inconvenience. Part I consists of two introductory chapters dealing 
with the importance of life insurance in the American economy and with the 
nature and handling of risk. Part II describes types of insurance contracts— 
term, whole life, annuity policies, and special combinations—and then discusses 
the meaning of a “best” policy. Part ITI deals with the nolicy contract and its 
interpretation. Here one chapter is devoted to the essential aspects of insurance 
law. Another chapter describes general policy provisions. And a third presents 
various important policy options. The authors are careful not to exceed the 
tolerance limits of technical language. Part IV consists of four chapters. A 
chapter is devoted to each of the following: accident and sickness insurance; 
industrial life insurance; group and disability insurance; and insurance pension 
plans. Part V presents a very good discussion of the uses of income insurance, 
with two chapters devoted to programming insurance needs. The latter two 
chapters are especially valuable when co-ordinated with an earlier chapter on the 
“best” policy. In Part V, also, is to be found a chapter on the importance of 
life insurance in estate and tax planning and the uses of life and disability in- 
surance in business. Part VI discusses the cost of life insurance, proceeding 
logically from risk underwriting to a discussion of premium computation. Parts 
VII, VIII, and IX discuss the life insurance industry. 

The logic of the authors’ arrangement of materials falls down with respect to 
the last three parts. Only a single part is needed dealing with the life insurance 
industry. In this area it would have been better to put first the chapter on the 
development of the life insurance industry, followed by chapters on the life 
insurance carriers and company organization. This arrangement would have 
permitted the authors to bring into closer proximity the chapters on financial 
management and public regulation which are significantly related. 

In terms of capital formation, life insurance income is becoming so im- 
portant in the American economy that this reviewer wishes that more space 
had been devoted to this phase. The annual Life Insurance Fact Book permits 
easy access to the most recent data on the income and disbursements and other 
significant facets of the industry. The authors have used this material though 
perhaps more sparingly than is desirable. College students and other readers 
should be impressed with the broad economic significance of the institution of 
life insurance as well as with its virtues from a personal or family viewpoint. 
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The revised edition makes an excellent textbook. It is written in simple, 
straightforward language. Moreover, the authors have avoided the pitfalls of 
too much detail without being unduly brief. The text is singularly free of 
errors, typographical and otherwise. The usefulness of the book is enhanced by 
chapter summaries and with questions for classroom discussion.. There is a good 
subject index. Indexes of authors, books, and articles, and cited court cases 
are made available also. Students and teachers alike should praise this textbook 
for its clarity, balance, and impartiality. 

A. CaRTER 
Dartmouth College 


Adjustment of Property Losses. By Prentiss B. Reep. 2d ed. New York: 
McGraw-Hill, 1953. Pp. xiii+667. $9.50. 

This book is an expanded version of the author’s Adjustment of Fire Losses 
published in 1929. It encompasses the adjustment of property losses from all 
perils with the exception of ocean marine. The reason for omitting the latter 
is that they are controlled by international rather than American conditions. 

The work can best be described as a manual or reference book. The author 
spent his entire life in the adjustment field. He thus writes from the point of 
view of how the adjuster should proceed to accomplish his job. The book is a 
detailed account of the entire procedure from the time the adjuster receives 
order to adjust a loss until the adjustment is made. 

Of the eighteen chapters, the first two are essentially introduction. The next 
six chapters (3 to 8) detail the general procedures to be followed by the ad- 
juster. Chapters 9 through 17 explain how adjustments are made for particular 
kinds of property losses. The final chapter on objectives and methods deals pri- 
marily with the personal relationships between adjuster and the insured. Here 
the author divides claimants into groups, “reasonable but misinformed,” “hostile 
but honest,” “trading” etc., and explains how the adjuster should deal with each. 
Twenty appendixes (77 pages) consist of forms, statements, and reports used 
by adjusters. 

In a field in which comparatively little is written, this volume will be exceed- 
ingly useful as a comprehensive reference book. Mr. Reed has a facility for 
clarifying a rather complex subject. He has accomplished this by two devices. 
First, in his discussion of the different types of property losses, he explains the 
adjustment of simple cases and then proceeds to the complex, and, secondly, 
drawing on his lifetime of experience, he uses a multiplicity of illustrations and 
examples. Aside from those directly in adjustment work this book will be par- 
ticularly valuable to two groups: those individuals in business firms charged 
with the responsibility of handling insurance matters and students of insurance. 

A perusal of this book will give the insurance manager a good preview of how 
losses his firm may encounter will be handled and how he can best expedite their 
settlement. The great number of illustrations of different types of loss situa- 
tions goes far beyond the examples and explanations of most textbooks. By 
using this volume as a reference, the student could clear up many points which a 
reading of his assigned text leaves ambiguous. 

One failing of the book is in the slighting of the possibility that errors may 
be made by the adjuster. The last chapter on methods, which, in many ways 
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for the adjustment profession, may be the most valuable contribution because 
it deals with subjective matters of adjuster vs. claimant, has implied throughout 
that the adjuster is right and the claimant, if he doesn’t agree with the adjuster, 
is ignorant, grasping, unreasonable, or criminal. Undoubtedly in many more cases 
than not this is true. Nevertheless, many situations arise where there is honest 
room for difference of opinion on the extent of the loss. How far should the 
adjuster move toward the claimant’s view in such circumstances? What are the 
varying relationships between adjusters and insurance companies that directly 
affect these negotiations? 

Bion B. Howarp 
Northwestern University 


International Finance 


The Terms of Trade: A European Case Study. By CHarLes P. KINDLEBERGER, 
with the assistance of HermAN G. VANDER Tak and JAROSLAV VANEK. 
Cambridge, Mass.: Technology Press of Massachusetts Institute of Tech- 
nology; New York: Wiley, 1956. Pp. xx+382. $9.00. 


Professor Kindleberger’s most recent volume undoubtedly will prove as use- 
ful to the profession as have his previous two. However, unlike The Dollar 
Shortage and International Economics, both of which were valuable surveys of 
the literature, this book plows a new furrow. Its subject has been abused so 
regularly by journalists and in public documents that many economists have 


come to distrust use of the concept of the terms of trade as a guide to govern- 


mental policy. Professor Kindleberger demonstrates that such mistrust is not 
misplaced. 

A first step in the analysis of the terms of trade is the development of an 
appropriate statistical series for many countries over a span of time. Construc- 
tion of such series was a major job for the Kindleberger team, working in 
Geneva as guests of Economic Commission for Europe with the materials of the 
League and the United Nations. Industrial Europe was selected for emphasis, and 
annual indexes were constructed for eight countries for the years 1870 to 1952. 
To the merchandise terms of trade, calculated by dividing indexes of unit 
values of exports by similar indexes for imports, Kindleberger added informa- 
tion of terms of trade in transportation and return on foreign investment, to the 
extent that data were available. Detailed indexes were constructed to show 
merchandise terms of trade of Industrial Europe with selected areas and in 
selected commodities for six key years between 1872 and 1952. 

Anyone who has put together data from varied national sources into what 
purport to be comparable terms knows some of the reservations that must be 
imposed in the use of the Kindleberger indexes. The author straightforwardly 
calls attention to the possible shortcomings in the accuracy of his basic data, 
the comparability of the series, in the inevitable introduction of estimation, the 
separation of the gross from the net, the assignment of weights, the reporting 
of unit values rather than market values, and in the use of the data to reach 
sweeping conclusions. He warns that small apparent differences in the terms of 
trade are not significant, and cites one of his tables that shows the terms of 
trade of Industrial Europe with Industrial Europe to be 104. 
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Kindleberger uses his statistical series to analyze the short-run effects on the 
terms of trade of commercial policies, exchange rate variations, foreign and 
domestic investment, and business cycles, and the long-run effects of shifting 
demands and supplies, economic development and monopoly position, the re- 
lation between primary products and manufactures, and of the balance of pay- 
ments and national income. His analysis of necessity must run in partial equi- 
librium terms since the data available are not refined enough to permit correc- 
tions for the many variables in a general equilibrium approach. 

The analysis is to a large extent negative. So many forces affect the terms of 
trade that the effects of particular commercial policies, devaluations, or cycle 
movements on the terms of trade are almost impossible to isolate. Long-run 
forces are seen to swamp the short-run transfer effects of capital movements. 
Engel’s law in the international economy is not borne out by the statistics, 
since it assumes a constancy in the state of the arts which does not exist. Elas- 
ticities of foreign and domestic supply and demand as they effect potential com- 
petition between developed and underdeveloped countries are found to be vital 
in explaining shifts in the terms of trade between these groups. No long-run 
tendency is shown for the terms of trade to move against primary products in 
favor of manufactures. The terms of trade are found to have less effect on the 
balance of trade than changes in the volume of trade, and about the same ef- 
fect as changes in the price level. 

The data, probably the most complete assembled to date to study the terms 
of trade, compel the author to cast doubt on the conclusions reached by others 
in studies less ambitious than this one. This he does with evident relish, in spite 
of his earlier warnings about the interpretation of his data. In the shortcomings 
of the statistics already called to attention by the author, his adversaries doubt- 
less will find adequate room for rebuttal. All will applaud, however, the enter- 
prise, supported financially by the Merrill Foundation, that gave rise to this 
book. Like Kindleberger’s earlier books, this one will furnish basic data for 
seminar discussions, further investigations, term papers, and academic argu- 
ments for some time to come. 


SAMUEL E. BRADEN 
Indiana University 


The Theory of International Economic Policy, Vol. 11: Trade and Welfare. By 
J. E. Meape. New York: Oxford University Press, 1955. Pp. xiv+618. 
$7.20. 

The Theory of International Economic Policy, Vol. 11: Trade and Welfare, 
Mathematical Supplement. By J. E. Meape. New York: Oxford University 
Press, 1955. Pp. viiit+128. $4.00. 


The first volume of the Theory of International Economic Policy subtitled 
The Balance of Payments (Oxford University Press, 1951) deals with the equi- 
librium in the balances of payments and the maintenance of full employment. In 
the present volume, Trade and Welfare, which finishes the work, the equilibrium 
in the balances of payments and full employment are assumed. The problem now 
is whether economic welfare can be enhanced by control over international 
trade and factor movements. 
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First, Professor Meade examines the problem of whether it is always desirable 
to remove a protective device in international trade as long as other protective 
measures are maintained. It may well be agreed that to eliminate a particular 
divergence between marginal values and costs leads to economic inefficiency, if 
a series of other divergences between marginal values and costs still exist. If 
there are two divergences welfare might be improved by eliminating both, but 
if one particular divergence is to be kept, the other may be retained profitably 
as a counterweight. Probably the greatest welfare will result from the reduction 
of all divergences, both domestic and international. Since we rarely know just 
what the counterweights are, there is still the presumption that it is desirable 
to go in the direction of freer trade, even though it may be piecemeal. 

Second, protection may affect the international terms of trade and thus affect 
the distribution of income between the citizens of the various countries. The 
terms of trade argument is dangerous as a guide to policy, since the imposition 
of barriers by one country will lead to retaliation on the part of others with the © 
final result simply a decrease in world trade. Rich countries which plan to aid 
poor countries may do so by removing duties, while poor countries retain pro- 
tection. But certainly it would be more efficient to introduce free trade and let 
the rich countries aid the poor areas through subsidies. 

The third argument concerns the domestic distribution of income in the vari- 
ous countries. The author’s conclusion is that the redistribution of income 
through a system of production taxes and subsidies is apt to be superior to a 
system of trade controls. 

Last, there is the argument that it is possible to increase economic efficiency 
through substantial structural changes. The basic question is not simply that an 
infant industry should be encouraged by subsidies instead of by tariffs. Rather, it 
is the more difficult question of how to determine which particular in industries 
would, with government encouragement, develop a greater efficiency of the 
economy. This is a problem which has soured many on the infant industry 
argument, and few will disagree with Professor Meade on the emphasis of the 
difficulty. 

Substantially, the arguments for controls of factor movements are of the same 
nature as the arguments for interference with international trade. One of the 
special arguments for the control of factor movements would be the stoppage 
of the free migration of labor from countries with large uncontrolled increases 
in population to countries controlling the rate of population growth. 

Frankly, the book is a series of exercises in taxonomic theorizing, and some 
will question the value of a general theory of economic policy. However, the 
reviewer holds that Professor Meade has made a definite contribution by set- 
ting up exercises which will help us find the main conditioning factors and the 
most vital relationships. 

The Mathematical Supplement provides the mathematical models on which 
the arguments in Volume II, Trade and Welfare, are based. There are twenty 
sections, each one of which can be studied independently of the other sections, 
except where particular back references are indicated. 


Finn B. JENSEN 
Lehigh University 
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A Study of Saving in the United States, Vol. III: Special Studies. By RAYMOND 
W. GotpsmiTH, Dorotuy S. Brapy, and Horst MENDERHAUSEN. Princeton, 
N.J.: Princeton University Press, 1956. Pp. xix+476. $8.50. 

The first two volumes of this study appeared in 1955 and were reviewed in 
the September, 1956, issue of this Journal. Volume III consists of six parts, one 
each by Brady and Menderhausen and four by Goldsmith. Three of the six parts 
of this volume are devoted to wealth, two to saving, and one brief section to 
national product and income. 

Wealth statistics are presented from three main sources, the general account- 
ing sources commonly used in the social accounts and by Goldsmith in the first 
two volumes of this study, the Federal Reserve Board’s Survey of Consumer 
Finances, and the estate tax statistics of the Bureau of Internal Revenue. The 
first one hundred pages of the volume “show the derivation of the estimates of 
national wealth and of the combined group and national balance sheets which 
have been used in the Introduction to Volume I, particularly chapter viii, as 
well as in Studies in Income and Wealth, Volume XIV, in Income and Wealth, 
Series II, and in a forthcoming study of Financial Intermediaries in the Saving 
and Investment Process, 1900-1952, to be publishedd by the National Bureau 
of Economic Research. 

Household balance sheet data for early 1950 have been derived from the 1950 
Survey of Consumer Finances of the Federal Reserve Board and coincide ap- 
proximately with the terminal point of Goldsmith’s historical survey, the end 
of 1949. Goldsmith has done a great service in having these balance sheet data 
transformed into estimates of dollar aggregates and by presenting a distribution 
of wealth items by type of asset according to income group, occupation group, 
age group, and net worth group. 

The Survey aggregates were derived by multiplying Survey averages per 
spending unit by the estimated number of spending units in the population. This 
simple procedure has its place as one step in testing the accuracy of Survey data. 
For purposes of estimating aggregates for their own sake, however, it would 
seem that more elaborate methods might well have been used. Brady has noted 
that “Sampling thory has not yet provided techniques and procedures that may 
be followed mechanically in ‘blowing up’ survey data.” As presented by Gold- 
smith, the Survey found a net worth of $547 million compared with $871 million 
found by the Saving Study. 

“The Pattern of State Tax Wealth” by Menderhausen is a 100-page mono- 
graph exploring possibilities for using the estate tax statistics to develop wealth 
estimates. The work will be of value to future investigators in this statistical 
field but appears to be of little use as it now stands. The author points out that 
since the data are limited to the wealthier decedents, they result “in estimates 
which, in the best case, describe only the ‘distribution of wealth among the 
wealthy.’ ”’ However, he believes that “in conjunction with inventory studies of 
the poorer majority of the population such as the Federal Reserve Board’s Sur- 
vey of Consumer Finances, the data on estates at the top of the wealth pyramid, 
contained in the estate tax statistics, can be very useful in building up a com- 
prehensive wealth distribution.” 

Brady has undertaken to provide some generalizations regarding saving be- 
havior from survey data while Goldsmith has developed saving functions from 


| 
i 
| 
ve: 
| 
| 
| 
? 


Book Reviews 515 


his newly developed time series. Brady’s monograph is a major attempt to use 
survey data for an understanding of the saving process. It should be read with 
great care by all those who are attempting to understand who saves and why 
and when. In addition to developing generalizations regarding the relationship 
of saving to income and age and occupation as revealed by more than half a 
century of surveys, Brady has quite appropriately pointed out some of the 
great limitations of past and present survey concepts, methodology, and pro- 
cedures. 

She says that “The cross-section data on family expenditures and saving in- 
dictate that the dichotomy, consumer expenditures and net saving, based on a 
priori definitions, does not provide the concepts best suited to the analysis of 
consumer behavior.” She also says that “Experimentation with the estimation 
of population values of income, expenditures, and saving from sample surveys 
in this country has been on the whole discouraging,” and later, “The limits of 
the ordinary family’s knowledge of its financial affairs remain, however, to be 
explored.” Brady evidently feels that while survey data have not as yet proved © 
very satisfactory for the determination of aggregates, they have provided use- 
ful data for the development of “a statistical theory of saving.” It would have 
been helpful if some indications had been given of the tests or criteria used for 
the decision that the data are of high enough quality to serve the purposes to 
which they are put. 

Goldsmith’s “Experiments with the Saving Function” will be read with interest 
against a background of all the work which has been done along this line over 
the past two decades. Here he is able to use his newly developed series of saving 
statistics. However, he feels that the work which he has been able to do is in- 
conclusive and that the next step needed is to direct economic analysis “towards 
time series for groups of savers and towards forms of saving and combinations 
of them rather than applied, as has been done up to now, only to national or 
total personal saving.” 

Goldsmith has now provided the data which can be used in “more complicated, 
more time-consuming, and more costly procedures,” possibly using “modern 
high-speed computing machines.” This reviewer hopes that, along with this next 
step, there will be some very hard thinking about the relationship of ex post 
saving data to prior saving propensities. 

HoMER JONES 
Board of Governors of the Federal Reserve System 


Life Insurance Investment in Commercial Real Estate. By Harot>D WAYNE 
SnivER. Homewood, IIl.: Irwin, 1956. Pp. xvii+136. $4.00. 

This is the seventh volume in the Huebner Foundation series of publications 
dealing with topics relating to the field of insurance and is another of the 
several dissertations published by the Foundation. The volume is brief and will 
titillate rather than satiate the interests of those who wish to know about life 
insurance companies’ investments in commercial real estate. 

The author does a workmanlike job in laying a groundwork of basic informa- 
tion on insurance company activity in this field but his superstructure of analysis 
remains a bare framework of suggestions. The findings are based on an analysis 
of 1,231 parcels of commercial real estate owned by twenty life insurance com- 
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panies whose holdings account for more than 80 per cent of the commercial 
real estate owned by life insurance companies. For this reason the author can 
speak with authority when he says that the companies’ basic investment policies 
and all investment decisions and returns are determined to a considerable degree 
by whether the property is purchased because of its locational and growth po- 
tential or because it will be rented by a reliabe tenant. 

In succeeding chapters Snider points out that commercial property invest- 
ments are of recent origin because of relaxed or changed state laws; that in- 
vestments consist essentially of mercantile properties, department stores, office 
buildings, industrial properties, warehouses, and a very limited number of 
miscellaneous properties; that almost one-half of the properties purchased were 
newly constructed, another 40 per cent already existed, and the remainder 
special variations of these two circumstances; that initiative in purchase most 
often originates with brokers and that lease provisions for the properties are 
usually influenced by the quality of the tenant or the quality of the property. 

One of the more important questions a reader would ask about the study is 
how good were the investment returns and how well do commercial properties 
fit into the total investment portfolios of life insurance companies. The answers 
provided to these questions are so brief that in effect they raise more questions. 
Returns on investments are given but are not related to years, property uses, 
ages, locations, financing, or other factors which might be expected to influence 
returns. The only conclusion that can be discerned with respect to the success 
of commercial investments is that they must be worth while because their pur- 
chase by life insurance companies has been increasing. An important question 
on yield, not fully developed, is the effect of the proceeds from the sales of the 
properties on the final estimated yield. And again, in chapter 4 Snider suggests 
that commercial real estate has a proper place in an insurance company port- 
folio but fails to develop a picture of just what this place would be. 

The total impression received from the study is that insurance companies have 
developed their commercial property investment programs to the point where 
yields can be predicted and accomplished with little chance for loss. If this is 
true, the technique should be revealed. If it is not true, then a more critical 
evaluation of investing policy would be in order. 

Perhaps the best way of categorizing this study is to say that Snider has laid 
a framework of basic, general knowledge (much of which has been known or 
suspected about life insurance companies’ investments in commercial real estate) 
on which can be based more critical and complete analysis of these investment 
experiences. 

Frep E. Case 
University of California 
Los Angeles 


Money and Banking 


Banking Systems. Edited by BENJAMIN Haccott BecKHArtT. New York: Colum- 
bia University Press, 1954. Pp. xviii+934. $13.50. 

Those who are interested in the problems of international finance were for 
some time acutely aware of the need for a comprehensive study on contemporary 
banking and credit organizations in various parts of the world. The most au- 
thoritative book in this field, Foreign Banking Systems, edited by B. H. Beck- 
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hart and the late H. P. Willis, was published in 1929 and is now primarily of 
historical value. The volume under review goes a long way toward bringing the 
reader up-to-date on changes in banking in the last two and a half decades. 

The new book is a co-operative effort of twenty authors and, like its pred- 
ecessor, is composed of sixteen essays, each on a different country. Both works 
deal with the banking systems of Australia, Canada, France, Western Germany, 
Italy, Japan, the Netherlands, Sweden, Switzerland, the USSR, and the United 
Kingdom. The later publication also includes Brazil, Cuba, India, Mexico, and 
the United States, chosen to replace Austria, Belgium, Denmark, Norway, and 
South Africa, discussed in the 1929 volume. 

Banking Systems is essentially a book of description rather than of inter- 
pretation. The essays contain a factual account of banking and credit struc- 
tures, lending techniques, and credit instruments. Because of the greatly in- 
creased interference with economic procesess by states, the role of central banks, 
their credit policies and objectives received particular attention. Money and 
capital markets, where they exist, were also considered. A short section apprais- 
ing the functioning of the banking and credit systems was included by most of 
the authors. 

Despite the limitations of space and the varying complexity of the task faced 
by the writers, the book is notable for its comprehensiveness and lucidity. Cer- 
tain contributions, however, such as those on France and Italy, suffer somewhat 
from an excess of detail. 

The difference in treatment of, and emphasis on, the topics covered is un- 
avoidable in a collective work of this type. The unevenness is especially evident in 
the description of economic systems and in the manner in which postwar eco- 
nomic developments are integrated with the discussion of banking and credit in- 
stitutions. In this respect the presentation in the essay on Brazil is the most 
successful. 

Useful as the study is, its value would have been even greater if the contrib- 
utors had concentrated more on the analysis of the efficacy of monetary policies. 
The most regrettable omission is the lack of a critical and historical comparison 
of the different banking systems, which was given in a separate chapter in the 
earlier volume. 

The book contains a selective but relatively extensive and scholarly bibliog- 
raphy at the end of each essay. 

The study, excellently edited by Professor Beckhart, is an important addition 
to the literature on institutional economics and should serve as a basic reference 
work for years to come. It will be of particular interest to persons who do not 
have access to primary sources, and of great assistance as a text for university 
classes studying money and banking. 


AvraM KISSELGOFF 
New York City 


Personal Income during Business Cycles. By DANIEL CREAMER. Princeton: 
Princeton University Press, 1956. Pp. xiii+166. $4.00. 
The fact that this is one of the National Bureau of Economic Research studies 
in business cycles is sufficient introduction to its general nature for most readers. 
Dr. Creamer holds to the usual high standards of the Bureau. 
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A Foreword by Geoffrey H. Moore and a summary chapter by the author 
present the chief findings. The careful student of business cycles will find the 
forty-six pages of appendixes valuable for reference and analysis. These present 
tables of basic data and the Foreword and text include tables and charts re- 
sulting from the author’s computations and cyclical analyses. As many com- 
ponents of personal income seem to have been studied for cyclical fluctuations as 
data and estimates permit. Some of the more interesting are transfer payments, 
compensation of corporate officers, and net realized capital gains and losses. In- 
come is also analyzed in terms of factor inputs and by size. 

A particularly interesting chapter on secular shifts (1913 to 1953) in income 
by sources shows: (1) a relative rise in labor income; (2) a relative decline in 
aggregate income of farmers; (3) a relative decline in property income. 

It is obviously impossible to summarize a book such as this. One cannot, 
however, refrain from pointing to some of the findings. The most general is that 
turning points in personal income tend to correspond with National Bureau 
standard reference troughs and to lag slightly at peaks. Wage income in non- 
farm commodity-producing industries shows the best cyclical conformity of any 
component of total personal income. Net income of farm proprietors has the 
largest amplitude of fluctuation followed in order by net income of non-farm 
proprietors and non-farm wages and salaries. The smallest amplitude was found 
in property income. 

Of considerable importance to economic theory is the finding that the share 
of wages in total income has probably been higher at peaks than at troughs 
(p. xviii). Similarly, the conclusion that the business cycle has an uncertain im- 
pact on the shares of total income going to the highest, the middle, and lowest 
income groups has considerable theoretical significance. Long-run forces, how- 
ever, have brought a favorable shift in the relative share of total income going 
to lower income groups. 

Dr. Creamer’s estimates of the quantitative effects of some “built-in” stabi- 
lizers must be mentioned. Offsets to the loss of income provided by the federal 
government’s agricultural program, progressive income tax, and unemployment 
insurance are studied. The nature of the agricultural program permits estimates 
only of the direction and timing of the “offsets” to declining farm income. 
“From the point of view of stabilization, one might say that the program re- 
sponded too promptly to cyclical developments, exerting its maximum counter- 
cyclical effect in early expansion and early contraction, instead of toward the 
end of these phases” (p. 93). 

The order of magnitude of the “offset” to loss of disposable income provided 
by unemployment insurance and the progressive income tax appears to have 
been about 12 to 13 per cent each during 1948-49. Based on a study of varia- 
tions in the size of income losses in twelve states and the “offsets” provided by 
unemployment insurance in those states, Dr. Creamer suggests that the per- 
centage of income loss which would be offset nationally by unemployment in- 
surance would be smaller in a contraction which was more severe than that of 
1948-49. 


E. DuNKMAN 


University of Rochester 
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Business Cycles: Their Nature, Cause, and Control. By James ARTHUR EsTEY. 
3d ed. Englewood Cliffs, N.J.: Prentice-Hall, 1956. Pp. xiii+497. $8.00. 


The purpose of this third edition of a popular text is to provide a brief and 
simple introduction to the subject of business cycles. The discussion, as in pre- 
vious editions, is divided into three sections. The first two are descriptive of 
cyclical behavior and of business cycle theory while the third section on stabili- 
zation is more analytical. 

The Preface provides a catalogue of the changes in the third edition as com- 
pared to its predecessor, a helpful practice that might well be followed more 
generally. Important changes are: an updating of all material; two chapters, 
one on “multiplier-accelerator interaction” and the other on forecasting business 
cycles; and a new section on automatic stabilizers. 

The first two descriptive sections of the book set forth clearly and simply the 
characteristics and the theories of business cycles. The third part on stabiliza- 
tion is the least satisfactory of the three although clarity and simplicity of state- 
ment carry through this section as well. 

The discussion of public works in chapter 23 seems longer than justified by 
the importance of its contents, and the chapter on business forecasting suffers 
from a lack of co-ordinating and synthesizing statements. In the latter case the 
discussion of forecasting is limited to generalizations concerning methods of 
forecasting used by several well known organizations. The part of the chapter 
devoted to G.N.P. discusses only G.N.P. components without a clearly compre- 
hensive statement tying these together into a whole that could be useful in 
understanding this forecasting approach. On the whole the organization of this 
chapter is unclear, not only because of the need for co-ordinating paragraphs but 
also because of the varieties of type used in section headings. 

The concluding sentences of the book reveal the author’s sympathy for the 
set of business-cycle theories centered about “innovation” but wisely point out 
the danger of seeking stabilization for reasons of security alone: “Hence pro- 
grams of stabilization designed primarily in the interests of security rather than 
progress may be risky. We must be sure that in the process of removing un- 
desirable fluctuations of industry we do not encroach on the sources of innova- 
tion; we must be sure that fear of overinvestment does not lead to restrictions 
on expansion in a society in which, in the long view, underinvestment be real 
danger.” 


Dartmouth College Joun A. GriswoLp 


Trends and Cycles in Economic Activity: An Introduction to Problems of Eco- 
nomic Growth. By W1LLIAM FELLNER. New York: Henry Holt, 1956. Pp. 
xiv+411. $5.00. 

For more than a decade contemporary aggregative economic analysis has been 
shifting from a cycles oriented toward a growth-oriented approach to its subject. 
The appearance of Fellner’s new book marks a significant milestone in that 
process. The book is about the first general exposition of macroeconomic theory 
by a leading American economist that centers itself around the problem of de- 
velopment, and it goes much farther than its predecessors in translating the 
symbolic “growth models” of Harrod, Domar, and the like into fairly simple 
but precise verbal form. 
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Fellner’s primary purpose in this work was to compress into relatively succinct 
form an integrated, coherent, and (necessarily) quite abstract treatment of the 
whole “general area of dynamic economics,” and this he has done remarkably 
well. Starting in Part II of the book (I shall return to Part I), he first outlines 
his basic model of the growth process in relatively advanced, decentralized, and 
capitalistic economies, noting some of the conceptual sources of the framework. 
Then in Part III, the book’s most original part, he explores the requirements of 
uninterrupted growth under three headings: (a) technological and organizational 
improvements, not only sufficient in quantity, but properly “slanted” toward re- 
source availabilities, to offset the diminishing returns that would otherwise ap- 
pear as capital accumulates relative to other resources; (6) sufficient resource 
mobility and sufficiently gradual changes in the structure of consumption and 
production to avoid “bottleneck” breakdowns of the growth process; and (c) 
adequate monetary flexibility. Next, in Part IV, Fellner examines “cyclical dis- 
turbances” as interruptions in the growth process which involve violations of 
one or more of his Part III “corollaries.” And finally in Part V he knits in a 
chapter on underdeveloped economies—ones still lacking certain preconditions 
for industrial growth—and closes with some comments on policy implications for 
advanced capitalistic economies. 

The book has a number of specific merits. For example, its interpretation of 


econometric forecasting models in chapter 12 is exceptionally lucid. There are . 


also, I think, a few specific faults, e.g., in Part II the implication that saving- 
investment disequilibrium necessarily turns upon inventory maladjustments, 
and an apparent (although not actual) confusion of capacity growth with output 
growth. 

The real value of the book, however, turns upon its integrative properties. It 
should assist many reasonably advanced students of theory to achieve a far 
more coherent view of their subject. For in pursuing his systematic course, 
Fellner, an authoritative student of the literature, touches briefly but com- 
petently upon a great many bits and pieces of macro-doctrine that are apt to 
be badly jumbled in the mind of the average graduate student, and brings them 
into orderly array. 

This latter quality makes the level of the book deceptive. Although the 
sentence structure is simple and there are few symbols, it is not easy going. 
Almost anyone can understand it paragraph by paragraph, but only the well- 
grounded student will appreciate the significance of what he reads. This makes 
rie think the book will make little dent on the undergraduate “business cycles” 
market—one to which an overly cryptic review of business cycle theories and 
historical statistics in Part I of the volume is apparently directed. But the book 
is a major contribution to the advanced theory market. 


Joun P. Lewis 
Indiana University 


The Legal Qualities of Money. By AntHUR Kemp. New York: Pageant Press, 
1956. Pp. 181. $5.00. 


This volume provides a real contribution to monetary literature, particularly 
that of the United States, in presenting a careful and thorough study of the 
legal characteristics of money. Professor Kemp notes that our money has three 
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qualities conferred on it by the law, namely, legal tender, lawful money, and 
money receivable for specified purposes, following which he considers the 
origin of the terms, what each should properly mean, and the manner in which 
the terms have been used in connection with money in this country from 
colonial times up to the present. 

It is highly desirable to distinguish these legal attributes of money from one 
another. Legal tender is that quality of money, conferred on it by law, which 
makes it a valid tender by debtors to creditors in the payment of money debts. 
Such legal tender quality may properly be limited to payments of certain size 
or amount, as was formerly the case with our subsidiary and minor coins. Lawful 
money, in a broad sense, may be considered as any money with legal standing, 
as opposed to counterfeit money, “shinplasters,” etc. In a more technical sense, 
the term “lawful money” in the United States has been used to encompass 
those kinds of money that might be legally held by the banks as reserves against 
deposits and/or notes. Money receivable for specified purposes should be, as 
the name implies, money which must be accepted by certain parties (usually, 
but not necessarily, the government) in payment in certain designated types of 
transaction (such as payment of taxes and duties). 

Lack of space precludes any extended discussion of the interpretation of these 
three qualities by legislators, the courts, and economists. For such discussion the 
reader is referred to the volume itself. Suffice it to say the confusion evidenced 
at various times regarding the meaning of these terms is well-nigh incredible. 
This has been the case especially since 1934, as any instructor in money and 
banking who has attempted to explain the exact legal status of the monies in 
our present system is well aware. 

To restore legal sanity to our monetary system, Professor Kemp points out 
that the government should issue all money in the form of paper notes bearing 
the legend “This is one (or five, ten, twenty, etc.) dollar,” and dispose of its 
gold to the highest bidder. These notes would be full legal tender. As such they 
would be receivable for all purposes and, being the only hand-to-hand money, 
would naturally be usable as reserves against deposits by the banks. The terms 
“lawful money” and “money receivable for certain purposes” would then be re- 
dundant and should be dropped. Or, the gold standard should be restored, pref- 
erably a gold coin standard, although a gold bullion standard would serve as an 
interim measure. The author is decidedly in favor of a return to the gold 
standard as the sound method of restoring legal sanity to our monetary system. 

While the alternatives suggested in the preceding paragraph may be the only 
two the adoption of which would restore strict legal sanity to our monetary 
system, from an economic point of view it can hardly be maintained that the 
present confused set-up, while definitely inferior to a full gold standard, is not 
superior to a purely paper money regime. Permissive international gold ship- 
ments and the gold reserve requirements of the Federal Reserve Banks offer 
some restraint to expansion that would be lacking under a strictly paper money 
system. 

All in all, however, Professor Kemp’s study comprises a valuable addition to 
our literature on money. It should be required reading for all legislators con- 
cerned with enacting our monetary laws and all justices whose task it is to 
interpret them. Something along this line has been needed for a long time. 


Lehigh University FREDERICK A. BRADFORD 
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Money and Banking. By Raymonp P. Kent. 3d ed. New York: Rinehart, 1956. 
Pp. xvi+828. $6.50. 

The third edition of a successful textbook is an unlikely source for detailed 
comment. This is true of Professor Kent’s new edition of his money and bank- 
ing textbook. Teachers who have been acquainted with the work will find this 
edition substantially the same as the second. The chapters dealing with monetary 
and fiscal theory and policy, however, have been rewritten and expanded, not so 
much by change in scope as by more detailed statement of essential points. The 
book continues to have the lucidity of exposition characteristic of earlier editions. 

Teachers unfamiliar with Professor Kent’s book will find it follows a tradi- 
tional outline. It is divided into eight sections: “Money,” “Commercial Banking 
Structure,” “Commercial Bank Operations,” “Central Banking in the United 
States,” “Monetary Theory,” “Monetary and Fiscal Policy,” “International Pay- 
ment,” and “Miscellaneous Banking Institutions.” The balance of discussion 
among these topics is good, and better in the present edition than it past be- 
cause of greater attention to monetary theory. Many teachers will appreciate the 
use of the balance sheet approach in exposition of commercial banking operations 
because of the aids it provides to understanding activity outside the range of 
experience of most readers. All should appreciate the care taken to make the 
book useful to its audience of students. 

One criticism, perhaps of small substance and certainly more pertinent to 
money and banking texts as a class than to Professor Kent’s textbook, per se, 
is found in the outline which places extensive discussion of “money” ahead of 
that of “banking.”! Of these subjects, the former, apart from the simplest 
concepts of “currency,” is more abstract. It would seem possible that a student 
would find the first hundred and fifty pages not only difficult to understand as 
the discussion moves rapidly outside of any part of his range of experience, but 
also difficult to accept as relevant before more perspectives on the working of 
our society are gained. Nevertheless, Professor Kent deserves credit in this dis- 
cussion as well as in the remainder of the book for a presentation which pro- 
vides the student with an excellent opportunity to gain understanding of the 
subjects under discussion. 


Lorinc C. FARWELL 
Northwestern University 


Export-Import Banking: The Documents and Financial Operations of Foreign 
Trade. By WitttaM S. SHATERIAN. 2d ed. New York: Ronald Press, 1956. 
Pp. x+508. $6.50. 

The present work is a revision of the volume that appeared in 1947. It is an 
analysis of procedure and practice, based on twenty-eight years’ experience in 
the foreign department of a leading New York bank. Technical in character, it 
is careful and thorough, including legal aspects of the subject. Emphasis is 
placed on fundamental rather than on purely temporary developments. Al- 
though indicating divergent views that exist on several matters, it makes no 
reference to the literature of the subject. 

The second edition has the same point of view, general organization, and se- 


1. This criticism is included in a review of the preceding edition by W. E. Alley, 
Journal of Finance, VII, No. 4 (December, 1952), 621. 
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quence of topics as the first edition. An introduction on the foreign department 
and its services is followed by discussions of foreign trade documents and of 
foreign exchange operations, including collections and commercial letters of 
credit, and an Appendix. The great bulk of the text is retained. Basically, the 
revision has involved bringing material and illustrations or examples up to 
date, although there are some significant modifications. The modifications may 
be indicated as follows: 

1. The roughly 350 pages of text have been expanded to 450 pages of slightly 
smaller size, and the Appendix has been increased. 

2. Additional material has been introduced in Part I to point up the service 
of the foreign department to the bank as a whole and to those engaged in foreign 
trade. 

3. To the Appendix reproduction of the International Chamber of Com- 
merce’s “Uniform Customs and Practice for Commercial Documentary Credits” 
and the “Revised American Foreign Trade Definitions” of 1941 has been added 
a schedule of par values of principal currencies in 1955 published by the Inter- 
national Monetary Fund. 

4. The number of forms that are reproduced has been considerably increased, 
and the phraseology of the reverse side has now often been included, instead of 
merely the face. The Foreign Department organization charts added in chapter 2 
are especially good. 

5. Throughout the work sentences or paragraphs of explanation have been 
added in order to clarify the exposition. 

6. There has been some reorganization and amplification of material, notably 
that dealing with commercial letters of credit. 

The changes enhance the usefulness of this standard work in a highly technical 
field. It remains lucid in its exposition and authoritative and comprehensive 
in its coverage. It will give a better understanding of the technique of foreign- 
trade finance both to the businessman engaged in foreign trade and to the 
bank man interested in the work of the foreign department. 

W. H. STEINER 
Brooklyn College 


Public Finance 


Government Budgeting. By Jess—E BURKHEAD. New York: Wiley, 1956. Pp. xi+ 
498. $7.50. 

Professor Burkhead’s book is a welcome addition to the literature on govern- 
ment budgeting. It has been a long time since the books on public budgeting by 
Arthur E. Buck, which were read by many students, were published. About a 
year ago the study of Arthur Smithies of the federal budget process became 
available. Now we have a text for college courses which provides an over-all 
study of the budget at the federal, state, and local levels. 

In Part I, the development of public budgeting is outlined, the economic 
characteristics of governments are noted, budgeting is related ti fiscal policy, 
and the various phases in budgeting are indicated. 

Classification problems in budgeting are discussed in Part II. Here perform- 
ance budgeting receives attention and is appraised. The capital budget is 
studied, and budgeting is related to the national income and economic analysis. 
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Part III is devoted to a study of the phases of budgeting from the administra- 
tive agencies to the budget bureau, the legislature, the executive, and the ac- 
counting and auditing functions. 

In Part IV certain problems in budgeting are studied. These are revenue 
estimating, the control of public enterprise, the balancing of the budget, and 
the budget and economic development. 

Professor Burkhead’s treatise on government budgeting is comprehensive in 
scope and modern in its treatment. The budget is seen as a means of planning 
and controlling public financing and integrating government finance with the 
activities of the modern economy. 

Government budgeting is regarded by the author as a branch of applied 
economics. Through it, our resources may be utilized to the maximum economic 
advantage. 

The emphasis is upon federal budgeting, but state and local government 
budgeting are not overlooked. The author explains that information concerning 
federal budgeting is more accessible than that concerning the budgeting of our 
numerous state and local governments. It is evident also that the economist 
has found the federal budget of greater interest to him, because of its impact 
upon the economy and its availability as a tool of fiscal policy, than the many 
unco-ordinated budgets of the state and local governments. It may be hoped 
that in time more attention can be given to the important problems of state and 
local budgeting. 

Teachers and students will find this book helpful in their study of public 
budgeting and its problems, particularly if they are interested in the relation- 
ships of public budgeting and the economy. The material is well organized and 
clearly presented. It is also thought-provoking. 

ALFRED G. BUEHLER 
University of Pennsylvania 


An Expenditure Tax. By NicHotas Katpor. London: George Allen & Unwin, 
1955; distributed by Macmillan, New York. Pp. 249. $2.75. 


The three-hundred-year-old proposal to tax on the basis of what a person 
takes out of the nation’s product (his consumption) rather than on what he puts 
in (as measured by his income) still seems to make a great deal of sense. Yet, 
in the author’s words, “There can be few ideas in the field of economics which 
are so revolutionary in their implications. . . .” The change he recommends, 
whether or not truly revolutionary, is presented as a major reform. It is to 
substitute a progressive tax on expenditure for the British surtax, that part of 
the tax on income over £2,000; it reaches relatively few persons (under 4 per 
cent of those paying income tax) but at high and progressive rates. 

This book is an outgrowth of the author’s work as a member of the Royal 
Commission on the Taxation of Profits and Income. It focuses on British con- 
ditions but with numerous references to the United States and analysis that 
often has general application. It takes account of a wider range of considerations 
that interest economists today than did Irving Fisher’s pioneering Constructive 
Income Taxation, which showed in detail how a tax on spending could be so 
very different from customary sales taxes. This study may, therefore, get a less 
unsympathetic hearing than did Fisher, who wrote when stimulating consump- 
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tion and discouraging thrift seemed to many economists desirable goals of 
peacetime public policy. Kaldor recognizes a large debt to Fisher for pointing 
out general lines of administration which might make this type of tax feasible 
and thus worth the serious study reflected in this volume. 

The study is divided into two parts. The first deals with principle and covers 
such topics as the definitions of income and taxable capacity, the relation of 
taxation to savings, risk-bearing and incentive to work, business taxation, and 
taxation and economic progress. The second deals with practice. The first will 
probably have more appeal for economists, at least on this side of the Atlantic; 
for our needs both Fisher’s proposals and those of the Treasury in 1942 seem 
more appropriate. 

‘The discussion of the concept of income and taxable capacity deserves a wide 
audience though the excellent technical Appendix will appeal chiefly to econo- 
mists. The reviewer was struck by the importance Kaldor attaches to spending 
out of capital and to capital gains as a source of tax exempt income which 
finances high levels of consumption by a small minority in Britain. The author 
concludes that existing methods of income taxation do discriminate against, and 
discourage, savings, but measurement is impossible. A progressive tax on con- 
sumption will have less deterrent effect on incentives to work than an income tax. 

The chapter on company taxation may at first seem something of a digression; 
differences between the British and United States’ methods of taxing business 
and capital gains make the discussion less relevant to our situation than to 
Britain’s; Kaldor finds in it, too, reasons for favoring a tax on expenditure, 
partly because (much of) the tax on corporations is eventually shifted to con- 
sumers and thus does not fall on owners. The need for more saving and risk- 
bearing to aid economic growth under prospective conditions creates added 
reasons for shifting to an expenditures tax. Although some persons would accumu- 
late wealth more rapidly than today, the inequality would not be desirable be- 
cause the increase in fortunes would finance economic growth; if the owner tried 
to enjoy his wealth by consumption, he would then pay tax; if he held it till 
death, death taxes could be counted upon to do the desired “leveling.” 

How would Kaldor propose to have the tax operate? He rejects Fisher’s 
method (cash on hand at the beginning of the year plus money received from 
all sources minus cash on hand at the end of the year, purchases of assets, and 
repayment of debt). He would require the taxpayer to report his spending as 
such. Purchases of durable consumer goods could be averaged over a period of 
years; for housing he would include in spending the rental value of owner- 
occupied dwellings, using essentially the same method (but not the antiquated 
base) now used for British income tax. The tax would be on a per capita basis, 
though each child would be treated as a fraction of an adult; the exemption 
woluld be £750. His proposals for treating gifts and for numerous aspects of 
administration are perhaps well adapted to British conditions. To avoid astro- 
nomical rates, he proposes that the base be gross expenditure (before deduction 
of the expenditure tax). In “A Plea for Moderation” he urges that the highest 
rate not exceed 300 per cent, a substantially lower burden than the present top 
surtax on income which corresponds to a levy of 1,000 per cent on spending. 

As a “tract for reform” this is useful. It deals rationally, but not colorlessly, 
with an important problem. It seems to draw upon evidence as fully as possible. 
The level of analysis is high. I find points of disagreement—for example, I am 
doubtful that any government will impose death taxes that with a reasonable 
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degree of fairness will do the job of taxing wealth on the progressive basis 
Kaldor envisages. Anyone seriously concerned with problems of taxation at the 
national level will find this volume worth study. Those of us who are concerned 
with the various effects of extremely high income tax rates—including the 
pressures for widening loopholes—must consider seriously the proposal to re- 
place the present top rates on (some) income (defined as accrual to economic 
power) by a progressive tax on consumption above some high levels. 


C. Harriss 
Columbia University 


Public Finance and Economic Welfare. By Kenyon E. Poote. New York: 
Rinehart, 1956. Pp. xvi+640. $6.50. 


This is a new text in public finance to which most of the right adjectives can 
be applied. It is thorough, objective, readable, and well organized. 

It is the author’s intention to focus on the welfare aspects of public finance, 
by which he means not only “the direct and immediate effects of fiscal measures 
on the relative satisfactions of individuals and groups in the national economy 
but also . . . the cyclical and long-term growth implications as well.” While he 
has succeeded in integrating the more recent developments in fiscal policy 
theory with the traditional mass of information relative to governmental reve- 
nues and expenditures, the book is not a revolutionary or radical departure from 
its predecessors in the field. No one will have difficulty in recognizing it as a 
standard public finance text. 

The introductory chapters review the growth and trends of public finance at 
the different levels of government. These are set against a background of welfare 
effects that tends to make the subject appear meaningful and interesting. The 
second section, on revenues, presents in more or less the usual way standard 
material on shifting and incidence and the characteristics and theoretical and 
administrative problems of taxes on personal and corporate incomes, consump- 
tion, property, estates, inheritance, and gifts. This section ends with a chapter 
on intergovernmental relations. 

The third section brings together the material on fiscal policy and economic 
stability. This section runs to 167 pages and six chapters. It assumes little eco- 
nomic background on the part of the reader, and reviews monetary and banking 
institutions, the quantity theory, and the other tools of the analysis. 

The “left-over” topics make up the last section: social security, debt manage- 
ment, and the role of public finance in economic growth. 

Those who prefer textbooks to take sides or positions may be disappointed in 
Professor Poole’s lack of dogmatism. He tends to describe problems and not 
to voice preferences for particular solutions. There is often an “ideal” solution 
but it is made difficult by “practical” considerations. The ideal definition of tax- 
able income seems to be “net accretion of wealth, taking account of consump- 
tion” but administrative difficulties argue against it, although it would also help 
solve the problem of taxing capital gains. A federal sales tax would be “a back- 
ward step with respect to the progression of the tax system as a whole” but sub- 
stantial new revenue might make it preferable to increases in existing tax rates, 
since all taxes have disadvantages. “Ideally, forests ought to be taxed solely by 
means of a yield tax,” but this too is hard to accomplish. 
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The reviewer has found nothing essential omitted from this volume and the 
the arrangement appears logical for a textbook. The elements of the subject 
seem to be compressed about as far as practicable and the relative emphasis on 
the different topics should provide a well balanced course. This text should be 
considered by those teaching public finance. 

WELDON WELFLING 
Simmons College 


Real Estate Finance 


Modern Real Estate Practice: A Managerial Approach. By Frepertck E. CAseE. 
New York: Allyn & Bacon, 1956. Pp. xi+454. $6.50. 

Much of the conventional material of urban real estate is covered by Pro- 
fessor Case in this study which is distinctive for its emphasis on the managerial 
viewpoint. Even the more general aspects of the subject including housing for 
low-income families, urban redevelopment, and community planning are treated 
from the position of the real estate executive. 

An introductory section which deals with the nature of the real estate busi- 
ness is followed by a consideration of the functions of the executive. These are 
broad in scope and include analyzing the economic potential of cities, real estate 
markets and cycles, and the impact of government. A third major division deals 
with the administration of specialized activities. Here is a discussion of selling, 
financing, and the other operations ordinarily associated with the business. 

Part IV, “Promoting Community Land Use Objectives,” is the most distinc- 
tive section of the book. It is a management-oriented approach which emphasizes 
executive responsibility for the protection of private property rights and the 
support of free markets. The real estate executive is obligated to behave in a 
manner that will not hinder the operation of the price system or invite addi- 
tional governmental controls. At a time when the tendency is to rush to govern- 
ment for the solution of any problem it is refreshing to find a vigorous defense 
of the benefits of free markets and of the strategic importance of responsible 
behavior on the part of the best informed operators in those markets. 

The last section deals with housing for low-income families and with urban 
development and redevelopment. Programs of government are reviewed but 
here also there is discussion of the responsibility of private enterprise in these 
areas. 

In evaluating this book instructors are likely to be influenced mainly by the 
emphasis on the managerial approach. Those who prefer a survey type of 
course will feel that the coverage is too narrow. The presentation is for those 
preparing for the real estate business rather than for the larger group of stu- 
dents who have an interest in the subject and who would benefit from a knowl- 
edge of its fundamentals. Though broad aspects are included, the consistent 
emphasis on the managerial viewpoint tends to limit the treatment of such 
subjects as community planning, public housing, and redevelopment programs. 
Persons preferring a broad approach may think that more basic phases of the 
subject might have replaced the chapters on “Working with Trade Associations” 
and “Professionalization and Ethics.” 

Another factor affecting the usefulness of the book is its brevity. Compared 
with books treating other business fields real estate textbooks have tended to be 
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brief and Professor Case has written the shortest book of all. This writer thinks 
its value would be enhanced by more complete coverage. Less than two pages 
are devoted to deeds, and title insurance is discussed in a single paragraph. 

For the instructor wishing to emphasize the managerial approach Professor 
Case has written a succinct and balanced treatment of urban real estate. His 
style is clear, logical, and interesting. Each chapter contains a list of study 
problems and review questions. A brief, carefully selected list of suggested read- 
ings in readily available publications is found at the end of each chapter. 

Though written primarily for students, this book should appeal to real estate 
executives. Its sophisticated handling of the problems of managing a real 
estate business is more likely to be appreciated by practitioners than by college 
students. Moreover its emphasis on executive responsibility should have a 
salutary effect on behavior; it sets up excellent standards for the business by 
which its members may measure their performance. 


University of Kentucky Ratpu R. PICKETT 


Mortgage Servicing. By W1tt1AM I. DeHuszar. New York: McGraw-Hill, 1956. 
Pp. xvii+201. $5.00. 

Like Mr. DeHuszar’s Mortgage Loan Servicing Practices (1949), this book 
was prepared under the auspices of the Mortgage Bankers Association and much 
of its content is based on articles which have appeared in the Association’s 
journal, The Mortgage Banker. It is thus in a sense the work of a number of 
people, most of them practicing mortgage brokers. The rapidity of technical 
advances in the relatively new business of mortgage banking is well illustrated 
by the fact that there is little similarity between the present volume and the 
earlier work. 

The book is a mine of information on all aspects of mortgage loan servicing. 
Any mortgage lender or broker who operates a servicing department should find 
it an invaluable reference work and source of ideas regardless of how long he 
has been in business. 

The book is divided into three main sections. In Part I, “Operating Princi- 
ples,” the author discusses the fundamentals of servicing, various servicing 
problems, and policies with regard to the personnel of a servicing department. 
In Part II, “Operating Departments,” he examines separately the operations 
of the cashier, accounting, collection, insurance, and tax departments. In Part 
III, “Operating Techniques,” he discusses statistical and cost accounting records, 
customer relations, and co-ordination and internal control. 

With the exception of a few germane digressions, mainly in Part III, the 
author confines himself solely to the subject of mortgage servicing, avoiding 
any discussion of other phases of mortgage lending. This is entirely proper, of 
course, but the book is too limited in scope for use as a text. It may, however, 
be used profitably for supplementary reading. It is very readable, with its ideas 
clear and to the point, and could easily be read in its entirety within a one- or 
two-week period during a college course in real estate financing. 

Thoroughly up-to-date and eminently authoritative, Mortgage Servicing is an 
important contribution of significance to anyone interested in mortgage lending. 


University of California, Berkeley ALBerTt H. SCHAAF 
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Urban Mortgage Lending: Comparative Markets and Experience. By J. E. 
Morton. Princeton, N.J.: Princeton University Press, 1956. Pp. xx+187. 
$4.00. 

This volume is a summary of findings of several monographs, published and 
unpublished, developed through the Urban Real Estate Finance Project of the 
National Bureau of Economic Research. The extensive Introduction by R. J. 
Saulnier, author of one of the monographs and director of the Financial Re- 
search Program of the Bureau, provides an excellent summary of this summary. 

The subjects covered by Dr. Morton’s book includes: the non-farm mortgage 
debt; structure of urban mortgage markets; structure of the lending industry; 
characteristics of outstanding mortgages; and lending experience of the institu- 
tions studied. Numerous tables in both the text and the appendixes provide the 
factual information upon which the text discussion is based. The maximum 
period covered is from 1920 to 1953. Much of the information presented neces- 
sarily begins much later than 1920. None of it is more current than 1953. 

The author recognizes that available quantitative information on active loans 
presents gaps that vex the student of real estate finance. But in the field of in- 
active loans deficiencies are most discouraging. To overcome some of these de- 
ficiencies a sampling of lenders’ files was undertaken. Even such efforts were 
not without distinct limitations. Consequently conclusions drawn from this 
study must be interpreted in the light of these limitations and deficiencies. 

Among the trends shown by this study are that since the early 1930’s con- 
tract interest rates have declined steadily; loan maturities have steadily length- 
ened; and loan to value ratios have increased markedly. Meantime foreclosure 
ratios have declined substantially. 

In conclusion Dr. Morton points out that successful urban mortgage lending 
is conditioned by much more than a technical knowledge of the mortgage busi- 
ness. Economic forecasting in particular plays a major part. 

This summary monograph adds a fitting cap sheaf to the preceding worthwhile 
studies on the subject of real estate finance published by the National Bureau 
of Economic Research. Its careful study should be a must for those respon- 
sible for lending policies of institutions engaged in real estate financial operations. 


H. E. Hoacranp 
The Ohio State University 


Real Estate Appraisal. By Paut F. Wenpvt. New York: Henry Holt, 1956. Pp. 
x+320. $4.50. 

This new book performs at least two useful functions for those in the field of 
real estate valuation. First, it critically evaluates present appraisal theory and 
practice. Second, it serves as an additional bridge spanning the gap which tends 
to develop between the theorist and the practitioner. 

The first chapter reviews the literature on the meaning and concepts of value 
and concludes as did Judge Brandeis more than three decades ago that “the 
word value is indeed a word of many meanings.” Chapter 2 traces the develop- 
ment of appraisal theory noting the contributions of economists, accountants, 
appraisers, and others. Chapter 3 concludes the historical development of ap- 
praisal theory with a description of the appraisal process. 
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In the following six chapters Dr. Wendt presents a step-by-step analysis and 
evaluation of the appraisal process. Recognizing the broad relationships between 
economic events and real estate values, the analysis begins with a review of the 
meaning and significance of economic base analysis in appraisal theory. Since 
property values are subject not only to the interaction of national, regional, and 
local economic trends but also to neighborhood influences, Dr. Wendt continues 
with an evaluation of present theories of urban growth and structure and the 
techniques for analysis which are available to the appraiser. 

Each of the three approaches to valuation—capitalization of income, replace- 
ment cost, and market comparison—is treated in a separate chapter. There is 
also a separate chapter on use of gross-rent multipliers. In general, the author 
reviews briefly the origins of each method, examines the assumptions underlying 
its use, describes the present position of the method in appraisal theory, and 
finally discusses the method in terms of its adaptability to practical appraisal 
problems. 

In the final chapter the author concludes that the “appraisal of real estate 
is an art, not a science.” Thus he holds little brief for mathematical and engi- 
neering methods when applied to the appraisal of property. Instead Dr. Wendt 
feels that since most appraisals are directed toward the determination of market 
value and since both the capitalization of income and replacement cost method 
rely upon the market for key elements in the valuation process, the market 
comparison approach should be emphasized as the central appraisal technique. 

The book should be most useful to teachers, to students, and to appraisers 
who are interested in reflecting about their own appraisal theories. It is not, nor 
was it intended to be, a do-it-yourself manual for a would-be appraiser. 

Dr. Wendt’s conclusion that market comparison is the key to value may be 
dissappointing to many readers, as it was to this reviewer. Such a theory, if 
applied in practice, will make the appraiser’s function more like that of the 
stock-market clerk than that of the security analyst. It is a theory that makes 
value and price synonymous and hence has no room for such concepts as 
property being “overvalued” or “undervalued” in the market. It is a theory that 
calls on the appraiser for no greater judgment as to future trends than that 
possessed by buyers and sellers. Perhaps such a theory may improve appraisals, 
but it can hardly make appraising a profession. 

Epwarp E. Epwarps 


Indiana University 
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BOOKS RECEIVED 


ABrAMoviTz, Moses. Resource and Output Trends in the United States since 
1870. New York: National Bureau of Economic Research, 1956. Pp. 23. 
$0.50 (paper). 

During the period 1869-1953, net national product per capita in constant 
prices approximately quadrupled, while population more than tripled. The rate 
of growth has not been even but has risen and fallen in long waves of about 
twenty years’ duration. 


BLopceTT, RALPH H., and Kemmerer, Donatp L. Comparative Economic De- 
velopment. New York: McGraw-Hill, 1956. Pp. x+557. $6.00. 


This book, representing a combination of an economic history text and a 
text in comparative economic systems, treats the economies of the United States 
Great Britain, Russia, and Germany. Historical development and description, 
rather than economic theory, are emphasized. 


CALLAHAN, Raymonp E. An Introduction to Education in American Society. 
New York: Alfred A. Knopf, 1956. Pp. xvii+461. $5.50. 


Through a combination of text and integrated readings, this volume intro- 
duces the student to the social, historical, and philosophical foundations of edu- 
cation and to the relationship between the school system and American society. 


CissELL, Ropert, and Cissett, HeLen. Mathematics of Finance. Boston: 
Houghton Mifflin, 1956. Pp. ix+198+88. $4.50. 

To meet the needs and interests of liberal arts students, as well as students 
of commerce and business administration, this textbook emphasizes financial 
transactions that are important to individuals and families. At the end of the 
volume are eighty-eight pages of carefully selected tables. 


CRANE, Burton. Getting and Spending. New York: Harcourt, Brace, 1956. Pp. 
303. $4.95. 
The well-known financial writer of the New York Times deals with the issues 
of the day and the principles of economics that bear on them in a most read- 
able manner. 


GRANT, EuGENE L. Basic Accounting and Cost Accounting. New York: McGraw- 
Hill, 1956. Pp. v+377. $6.00. 

This volume is written specifically for the person who does not intend to be- 
come a professional accountant but who needs to understand the fundamental 
concepts of basic accounting and of cost accounting in order to handle his job 
properly. 

Hickman, C. Appison, and Kuun, Manrorp H. Individuals, Groups, and 
Economic Behavior. New York: Dryden Press, 1956. Pp. xvii+266. $4.75. 


This application of social psychology to economic problems is especially con- 
cerned with the nature and effect of managerial motivation, the feasibility of 
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making interpersonal comparisons of utility, and the question of whether eco- 
nomic planning and human freedom are compatible. 


Hopces, Henry G. Management: Principles, Practices, Problems. Boston: 
Houghton Mifflin, 1956. Pp. xii+703. $6.50. 


Both manufacturing and commerce are embraced in this textbook on business 
management. There are questions at the end of each chapter and all but the 
first two chapters end with a case problem. 


Koontz, Haroip, and GaBLe, RicHarp W. Public Control of Economic Enter- 
prise. New York: McGraw-Hill, 1956. Pp. xii+851. $7.00. 


The authors place greater emphasis on control of the various functions of 
the economy than on the regulation of specific industries. A comprehensive state- 
ment of the problems that have given rise to government economic controls is 
followed by a review of the nature of, and the experience under, these controls, 
and an evaluation of the controls used. 


Mauser, FERDINAND F., and Schwartz, Davin J., Jr. Introduction to American 
Business. New York: American Book Cc., 1956. Pp. ix+661. $6.00. 


The purpose of the authors is to supply a solid foundation for students who 
will make business the principal concern of their lives and to present a picture 
of the business scene for students who will not major in business but who need 
a broad understanding of the subject. 


McNarr, Matcortm P., and Carson, Davin. Operating Results of Department 
and Specialty Stores in 1955. Cambridge, Mass.: Harvard Business School, 
1956. Pp. viii+70. $5.00 (paper). 

The operating results for 1955 of 342 department stores and 87 departmentized 
specialty stores with aggregate sales of about $5 billion, are presented in this 
bulletin. The new standard expense center classification is used for the first 
time in this annual series of reports. 


Mitts, Freperick C. /ntroduction to Statistics. New York: Henry Holt, 1956. 
Pp. xv+637. $6.00. 


This abridgment of the third edition of Professor Mills’ Statistical Methods 
is designed as a general introduction to the subject, concepts and procedures 
being presented in an order appropriate for a short beginning course. 


MoustTaKas, CLARKE E. (ed.). The Self: Explorations in Personal Growth. 
New York: Harper & Brothers, 1956. Pp. xviii+284. $5.00. 


In this volume the central theme, which concerns the structure of personality 
as the unique and essential being of the individual, is explored by nineteen con- 
tributors, whose essays constitute a challenge to the adjustment school of 
psychology. 


Papen, DonaLp W., and Linpgutst, E. F. Statistics for Economics and Business. 
2d ed. New York: McGraw-Hill, 1956. Pp. vii+305. $4.75. 
In this new edition the chapters on sampling have been completely rewritten. 


the materials on correlation rearranged, and most of the other chapters revised 
in some detail. 
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Stinson, GeorGE, and ANTHOINE, Ropert. Tax-Free Exchanges. New York: 
Practising Law Institute, 1956. Pp. 115. $2.00 (paper). 
This monograph discusses the sections of the Internal Revenue Code that 
provide for the non-recognition of gain or loss at the time certain kinds of 
property are exchanged. 


Tax InstiITUTE, Forum Committee. Should Federal Tax Policy Encourage 
Development of Small Business? Princeton, N.J.: Tax Institute, Inc., 1956. 
Pp. 32. $0.50 (paper). 
The pro-and-con arguments relating to the timely subject of preferential 
tax treatment for small business are presented by four contributors in this issue 
of the Forum Pamphlet series. 


VANCE, LAWRENCE L., and NETER, JOHN. Statistical Sampling for Auditors and 
Accountants. New York: John Wiley, 1956. Pp. x-+310. $9.00. 
Samples are used extensively in audits, as well as in the collection of account- 
ing data, and this introduction to the basic concepts and some of the techniques 
of statistical sampling useful in accounting and auditing should fill a real need. 


WIESENBERGER, ARTHUR. Investment Companies, 1956 Edition. 16th ed. New 
York: Arthur Wiesenberger & Company, 1956. Pp. 400. 

This annual compendium of information about mutual funds and investment 
companies explains their function and various uses to the investor in the first 
124 pages, and then presents specific data on the background, management 
policy, results, income and dividend records, price ranges, and comparative 
operating details for each of the leading companies. This valuable annual publi- 
cation has grown from 69 pages in the original 1941 edition to 400 pages in the 
present edition. 


XIMENES, VINCENTE T. Income by Counties in New Mexico. Albuquerque: 
University of New Mexico, 1956. Pp. 48. $2.00 (paper). 

Sources of income, rather than its distribution by families, are the concern of 
this study. Two-thirds of personal income in New Mexico comes from private 
non-farm sources, about 26 per cent is received as government salaries and 
payments, and the remainder is derived from farm sources. 


CLypE WILLIAM PHELPS 


University of Southern California 
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INSTITUTIONAL MEMBERS 


Allied Chemical and Dye Corporation 
American Investment Company of Illinois 
American Metal Company, Ltd. 

American Telephone and Telegraph Co. 
Armstrong Cork Company 


Atchison, Topeka & Sante Fe Railway 
System 


Bank of America, N.T. & S.A. 

Bank of Canada 

Bankers Trust Company 

Beneficial Management Corporation 
Burroughs Corporation 

C. I. T. Financial Corporation 
Citizens Investment Company 
Capital Finance Corporation 

Chase Manhattan Bank 


Coast Federal Savings & Loan Assoc. of 
Los Angeles 


Columbia Federal Savings and Loan As- 
sociation 


Commercial Credit Company 
Consolidated Natural Gas Company 
Continental Baking Company 

Credit Union National Association 

C. J. Devine and Company 

Dun & Bradstreet, Inc. 

E. I. du Pont de Nemours & Company 
Family Loan Company 

First Federal Savings and Loan Association 
First National City Bank of New York 
General Foods Corporation 

General Motors Corporation 


Great National Life Insurance Company 

Greater New York Savings Bank 

Ira Haupt and Company 

Household Finance Corporation 

International Business Machines Corpora- 
tion 

International Harvester Company 

Interstate Finance Corporation 

Investment Dealer’s Digest 

Keystone Custodian Funds, Inc. 

Aubrey G. Lanston & Co., Inc. 

Liberty Loan Corporation 

Local Loan Company 

Manufacturers Trust Company 

Metropolitan Life Insurance Company 

Minnesota Association of Small Loan Com- 
panies 

Mullins Manufacturing Corporation 

National City Bank of Cleveland, Ohio 

The Northern Trust Company 

Pacific Finance Corporation 

Pacific Gas & Electric Company 

Philadelphia National Bank 

William E. Pollock & Co., Inc. 

Prudential Insurance Company 

Public Service Electric and Gas Co. of New 
Jersey 

Salomon Bros. and Hutzler 

Security Loan Company, Inc. 

Standard Oil Company (Indiana) 

State Loan & Finance Corporation 

Woodmen Accident and Life Company 


ANNUAL MEETING OF 


THE AMERICAN FINANCE ASSOCIATION 


HOTEL CLEVELAND 
CLEVELAND, OHIO 


DECEMBER 27-29, 1956 


TuHurRsDAY, DECEMBER 27 


9:30 a.M. The National Bureau’s Postwar Capital Markets Study 


2:30 P.M. 


7:30 P.M. 


Chairman: 


Papers: 


Davip M. KeENneEpy, Continental Illinois National 
Bank and Trust Company of Chicago 


The Market for Government Securities 
Rovanp I. Rosrnson, Board of Governors, Federal 
Reserve System 
The Market for Corporate Securities and Loans 
Ext SHaprro, Massachusetts Institute of Technology 
The Nonfarm Mortgage Market 
Sau B. Kiaman, Board of Governors, Federal Re- 
serve System 
The Flow of Funds through the Capital Markets, 
1953-1955 
Raymonp W. Gotpsmi1TH, National Bureau of Eco- 
nomic Research 
Morris MENDELSON, Pennsylvania State University 


Financial Problems of Underdeveloped Countries 


Chairman: 


Papers: 


Discussants: 


Cray J. Anperson, Federal Reserve Bank of Phila- 
delphia 
General Financial Problems Encountered in Financing 
Development Programs in Underdeveloped Countries 
E. M. BernsTEIN, International Monetary Fund 
Impact of Deficit Financing in Underdeveloped as 
Compared to Developed Countries 
GARDNER PATTERSON, Princeton University 
Central Banking in Underdeveloped Countries 
ArTHuR I. BLooMFIELD, Federal Reserve Bank of 
New York 


Rospert L. Sammons, Board of Governors, Federal 
Reserve System 

Gorpon KeiTH, University of Pennsylvania 

P. S. NARAYAN Prasap, International Monetary Fund 


Meeting of Board of Directors of American Finance Association 
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8:00 A.M. 
9:30 A.M. 


12:30 P.M. 


2:30 P.M. 


9:30 A.M. 


Fripay, DECEMBER 28 


Meeting of Editorial Board of American Finance Association 
Some Recent Changes in Banking 
Chairman: Lester V. CHANDLER, Princeton University 
Papers: The Changing Significance of Treasury Operations in 
Commercial Bank Portfolios 
Tra Scott, University of Minnesota 
Discount Policy 
CuHartes E. WALKER, Federal Reserve Bank of 
Dallas 
Some Elements of Timing in the Balance Sheet of 
Banking, 1953-55 
GeorcE Horwicu, Purdue University 
Discussants: EastBurn, Federal Reserve Bank of Phila- 
delphia 
Donatp O’ConneELL, Columbia University 


Joint Luncheon, American Finance Association and American Eco- 

nomic Association 

Chairman: Mrier Upton, Beloit College 

Topic: Britain’s Monetary Problems 

Speaker: Tue Ricut HonoraBLe Lorp WILLIAM E. Harcourt, 
The British Embassy 


1965—Shortage or Surplus of Funds to Finance Business? 
Chairman: Watter E. Hoaptey, Jr., Armstrong Cork Company 
Papers: Where Is the Money Coming From? 
Norris JOHNSON, First National City Bank of New 
York 
A Financial Executive Takes a Long-range Look 
Ahead 
Joun J. Scanton, American Telephone and Tele- 
graph Company 
Discussants: FRiEND, University of Pennsylvania 
Exr SHaprro, Massachusetts Institute of Technology 


SATURDAY, DECEMBER 29 


The Outlook for the Money Market 
Chairman: James J. O'Leary, Life Insurance Association of 
America 
Papers: The Outlook for Long-term Capital Funds 
SipnEY Homer, Scudder, Stevens and Clark 
The Outlook for Short-term Funds 
Davin L. Grove, Bank of America 
The Outlook for Monetary and Debt-management 
Policy 
Roy L. Rererson, Bankers Trust Company 
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2:00 P.M. 


4:30 P.M. 
6:00 P.M. 


Discussion Real Estate Mortgages . 
of Particular ArtTHUR WetMe_R, Indiana University 
Markets Corporate Securities 


Georce T. ConkKLIN, Jr., The Guardian Life In- 
surance Company of America 


United States Government Securities 


Rosert BETHKE, Discount Corporation of New 
York 


State and Local Government Securities 
BENJAMIN U. Ratcurorp, Duke University 
Installment Credit 
Swwney Ro tre, C.1.T. Financial Corporation 
Developments in Banking and Monetary Policy 
(Jointly with the American Economic Association) 
Chairman: Etmer Woop, University of Missouri 
Papers: Canadian Treasury and Monetary Policy 
Joun Devutscu, University of British Columbia 


Development and Implications of Federal Reserve 
Board Policy 


Wa tter A. Morton, University of Wisconsin 
Discussants: B. W. Dempsey, S.J., Marquette University 
Kart Bopp, Federal Reserve Bank of Philadelphia 
Business Meeting of American Finance Association 


Meeting of Incoming Board of Directors of American Finance Asso- 
ciation 
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You mean | can get $20,000 
of TIAA Term insurance for 
less than $100 a year? 


That’s precisely the question an 
Assistant Professor from Purdue 
asked us the other day when he 
heard about TIAA’s new dividend 
scale. 

And it’s true! At his age 34 the 
annual premium for $20,000 of 10- 
Year Term insurance is $178.40 and 
the first-year dividend on the new scale is $89.40, making a net 
annual payment of $89.00. Dividend amounts, of course, are not 
guaranteed. 

“At that cost,” he said, “I can’t afford not to have enough 
insurance.” 

This is just one example of the many low-cost TIAA plans avail- 
able to you if you’re a college staff member, part- or full-time. To 
get complete details, send us the coupon below. 


TIAA employs no agents—no one will call on you. 


Teachers Insurance and Annuity Association 
522 Fifth Avenue, New York 36, New York 


Please send me a Life Insurance Guide and the booklet, Plan Your 

Life Insurance. 

Name Date of Birth 

Address 

Ages ot Dependents 
J Employing Institution 
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Recommended Books from 


MONEY, BANKING, 
and the FINANCIAL SYSTEM 


MILTON L. STOKES, Gettysburg College; and CARL T. ARLT, Ober- 
lin College. Emphasizes the role of money and financial institutions in 
determining price and income levels. Book presents the principles of 
monetary theory and covers traditional topics in detail. Includes Doug- 
las and Patman subcommittee findings and Federal Reserve experi- 
ences with credit controls. “Book’s clarity helps the student get a per- 
spective for current problems.”—Sidney Wertimer, Hamilton Col- 
lege. 670 pp.; 56 ills., tables. 


EXPORT-IMPORT BANKING — 2nd Edition 


WILLIAM S. SHATERIAN, The American Institute for Foreign 
Trade. Up-to-date book fully explains the documents, financial oper- 
ations of foreign trade. Covers: procedures and practices; instruments 
used by merchants and banks; operation of the three main sections 
of a bank’s foreign department. Over 40 current documents. “A very 
useful book of interest to both foreign traders and teachers.” —The 
Journal of Marketing. 508 pp. 


The MONEY MARKET 


and Its INSTITUTIONS 


MARCUS NADLER, SIPA HELLER, SAMUEL S. SHIPMAN—all 
New York University. Top financial experts analyze powers of the 
monetary authorities—today’s mechanisms for creating bank reserves, 
deposits. Book shows students how to evaluate statistical data, state- 
ments issued by the government, private financial groups. Interprets 
postwar Treasury, Federal Reserve policies. “The last word on the 
modern money market .. . for college use.” —Journal of Commerce. 
323 pp.; 32 tables. 


100 SHORT PROBLEMS 
in CORPORATION FINANCE 


HERBERT E. DOUGALL, Stanford University; HAROLD W. TOR- 
GERSON, Northwestern University. A series of problems illustrating 
basic principles of corporation finance as presented in standard text- 
books. Uses actual business situations, specific corporations and poli- 
cies. “Carefully selected and well prepared material.”—Southern 
Economic Journal. /nstructor’s Manual available. Paper Cover. 3rd 
Ed. 182 pp. 


THE RONALD PRESS COMPANY 
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The Ronald Press Company 


PERSONAL FINANCE — 2nd Edition 
ELVIN F. DONALDSON, Ohio State University. Book treats all types 


of personal financial problems, showing students how best to solve 
them. Details on budgeting, savings, borrowing, credit buying, insur- 
ance, Social Security. Examines nature of investments, security analy- 
sis, and includes timely facts on real estate and the law. Questions, 
case problems. “One of the most popular and widely used books in the 
field.”,—Consumer Finance News. Instructor's Manual available. 
584 pp.; 70 ills., tables. 


INVESTMENTS 
JULIUS GRODINSKY, University of Pennsylvania. This popular book 


stresses sources of investment income; qualitative appraisal of issuer; 
establishment of standards for selection of industry, issuer, and se- 
curity; and analysis of market prices. Traces effect of forces underlying 
investment practices. “Recommended as a text for a beginning course 
and as a stepping-stone to more advanced work.”—The Southern 
Economic Journal. 567 pp.; 59 ills., tables. 


The FINANCIAL 
POLICY of CORPORATIONS 


ARTHUR STONE DEWING. This famous guide—widely used as a 
textbook in corporate finance—analyzes vital factors affecting corpo- 
rate financial policy and describes actual practice. Discusses the effect 
of social, economic, and political forces; government regulation and 
recent court decisions; the role of the institutional investor; and the 
trend toward fewer, larger corporations. “Everything anybody could 
want is there ... makes the subject come alive.”—New York Times. 
5th Ed. 2 vols., 1538 pp. 


S E C ACCOUNTING 
PRACTICE and PROCEDURE 


LOUIS H. RAPPAPORT, Partner, Lybrand, Ross Bros. & Montgom- 
ery. New. The first authoritative manual of procedure on the prepa- 
ration and certification of financial documents for SEC filing. “Com- 
prehensive. . . . Describes in detail what must be done in a particular 
filing, suggests both the problem and its solution, with examples taken 
from actual cases.” —Banking. 555 pp. 


15 E. 26th St., New York 10, N.Y. 
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The American Economic Review 


Volume XLVI SEPTEMBER 1956 Number 4 
ARTICLES 
Liquidity Preference and Loanable Funds Theories . . . . . « « S&C. Teiang 
Interest Inelasticity of Investment Demand . . ...... 2.2.2... . « W.H. White 
On the Effectiveness of Monetary Policy . @ & 
The Stability of Growth Models . . 
COMMUNICATIONS 
Obsolescence and Technological Change: 
Wage Guarantees of Railroad Employees: 
Agriculture in the Nation’ Economy: 
Technological Change oad Daned « « « Robert Eisner 


Review of en Titles: of New Books, Periodicals, Notes 
The AMERICAN ECONOMIC poets Xs a quarterly, is the official publication of the American Economic Association 
and is sent to all members. The annual dues are six dollars. Addrese editorial communications to Dr. Bernard. F F. Haley,: 
Editor, AMERICAN ECONOMIC "REV IEW, Stanford University, Room 220, Stanford, California; for information con- 
cerning other publications and activities of the "Association, communicate with the Secretary-Treasurer, Dr. James Washing- 
ton Bell, American Economic Association, Northwestern University, Evanston, Illinois. Send for information booklet. 


AMERICAN FINANCE ASSOCIATION 
MEMBERSHIP AND DUES 


Active Membership is limited to individuals. Dues are $5.00 annually and 
include the subscription to the Journal of Finance. 


Subscribing Membership is open to institutions as well as individuals. Dues 
are $10.00 or more for individuals and $25.00 or more for institutions and 
include the subscription to the Journal of Finance. 


To George E. Hassett, Jr., Secretary-Treasurer 

AMERICAN FINANCE ASSOCIATIO® 

Graduate School of Business Administrativn 

New York University 

9° Trinity Place, New York City 

active 

I desire to become an (subscribing) member of the American Finance Association, 
and enclose herewith my check for $....................-.-- in payment of dues for the year 1956, 
of which amount $3.00 is for a year’s subscription to the Journal of Finance. 


Name 


Mailing Address 
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BUSINESS FORECASTING IN PRACTICE 


Principles and Cases 


Edited by ADOLPH G. ABRAMSON, SKF Industries, Inc., and RUSSELL H. MACK, 
Temple University. Until now, very little material has existed on how business forecasts are 
actually prepared. To fill this gap, this book provides you with the first full account by 
professional forecasters of their own specific methods. It gives you modern techniques 
employed in a variety of industries, plus key information on currently available statistical 
data. In addition, it includes valuable discussions of the causes of business fluctuation, 
showing how to make practical use of the vast amount of research work that has already 
been done in the field of business cycle causation. 1956. 275 pages. $6.50. 


GOVERNMENT BUDGETING 


By JESSE BURKHEAD, Syracuse University. Provides a basic approach to the subject 
which stresses economics, public administration, and the organizational and procedural 
aspects of budget-making. A successful effort is made throughout to illuminate the prob- 
lems of budgeting by reference to specific case materials. 1956. 498 pages. $7.50. 


Send for examination copies. 


JOHN WILEY & SONS, Inc. - 440-4th Ave., New York 16, N.Y. 


A new HARPER Business Book... 


THE DYNAMICS OF CAPITALISM 


Correctives Toward Continuous Growth 


By JULIUS T. WENDZEL, Economic Program Director, 
W. E. Upjohn Institute for Community Research 


Proceeding from the conviction that capitalism is the best instrument for the 
job, this book shows how our economic system can assure an ever-increasing 
standard of living for our growing population. Dr. Wendzel holds that certain 
correctives must be applied at the stress points of the American economy, and 
offers a thoughtful analysis of measures to promote continuous, sound growth. 
His view is toward encouragement of vision and creativity and elimination of 
“drags that cause deep depressions and economic breakdowns.” A fresh, stimu- 
lating view of our economic system, designed for those who would avoid the 
harrowing extremes of boom and bust and constantly seek information about 
what makes the system tick. 


‘*., contrasted with the dogmatic attitude of many economic the- 
orists, should particularly commend itself to the practical-minded 
decision maker.’’—Christian Science Monitor 


$3.50 at your bookstore or from 


| HARPER & BROTHERS 


1 49 E. 33rd ST. NEW YORK 16 
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Appraisal and Management of Securities 


by Douglas A. Hayes 


University of Michigan School of Business Administration 


This book presents a functional plan of investment analysis and manage- 
ment. Professor Hayes, experienced as a teacher and as an investment 
analyst, is primarily concerned with developing ability to analyze the long- 
term investment prospects of corporate securities, and then to judge their 
potential role in an investment portfolio. He discusses, first, what the in- 
vestor needs to learn about a given company and, second, the techniques 
needed to answer these questions. Emphasis is on essentials, with each step 
of the appraisal and valuation process documented by reference to exist- 
ing corporations. 


1956 383 pages $4.50 


Modern Life Insurance, revised Edition 


by Robert |. Mehr 


University of Illinois 


and Robert W. Osler 


Vice President and Editor of Life Insurance Publications, The Rough Notes Com- 
pany, Indianapolis 


Rewritten to include recent changes and to increase teaching effectiveness, 
the revision of this widely accepted text retains the direct business-like 
style and readability of the first edition. New chapters covering life insur- 
ance in the American economy, policy options and “the best policy” have 
been added; most important, the authors treat Accident-Sickness and Life 
Insurance as complementary parts of the Income Insurance field. Adapt- 
able to a one- or two-semester course, the book’s thorough compilation of 
facts and figures on the insurance business gives it a permanent reference 
value. 


1956 747 pages $6.90 


d 


An Expenditure 
Tax 


by Nicholas Kaldor 


1956 249 pages $2.75 


The Economics of 
Public Finance 


by Philip E. Taylor 


1953 565 pages $6.00 


Principles and Prac- 
tices of Money and 
Banking, revised Edition 
by Charles R. Whittlesey 

1954 579 pages $6.25 


The Macmillan 


60 FIFTH AVENUE, NEW YORK 11 


| 


Public Finance and 
Economic Welfare 


“A brilliant book,” reports the N. Y. Times reviewer, com- 


all levels. 


by KENYON E. POOLE 


NORTHWESTERN UNIVERSITY 


menting especially on the analyses of the interplay of fiscal 
policies with factors of economic equilibrium. You, like many 
other teachers, will find it an excellent, comprehensive modern 
text on the theory and practical problems of public finance at 
640 pp., $6.50 new texts 
already 


Money and Banking, 9.4 someon widely 


Published last spring, the new edition of this well-liked text is 
already being used in the classes of more than 75 colleges and 
universities across the country, among them: the Universities 
of Oregon, Pennsylvania, Southern California, Illinois; the 
City College of New York, Texas Technological College; 
Duke, Lehigh, Wayne, and Louisiana State Universities, and 


Iowa State College. 


Write for 
examination copies 


adopted 
by RAYMOND P. KENT 


NOTRE DAME UNIVERSITY 


828 pp., $6.50 


RINEHART — 


y= & COMPANY, INC. . 232 Madison Avenue, New York 16 


International Economic 
Policy by Jack N. Behrman & Wilson E. Schmidt 


Interestingly contrasts the results of various policies to il- 
lustrate theory in action; gives detailed attention to recent de- 
velopments both in the theory and the techniques of interna- 
tional cooperation. 


Personal and Family Finance 
by Joseph F. Bradley & Ralph H. Wherry 


The epthase of several successful textbooks present here all 
the information needed today for sound family financing: all 
types of insurance, social security, investment, home owner- 
ship, taxation, budgeting, etc. 


Computing with Desk 
Calculators by Walter W. Varner 


Explains the fundamental operations and each step in the use 
of modern desk calculators for many different Purposes: cost 
evaluation of functions, interpolation, statistics of 

s. 
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PRINCETON UNIVERSITY PRESS 


The Pattern of Financial Asset 
Ownership: Wisconsin 
Individuals, 1949 


By Thomas R. Atkinson 


Dr. Atkinson’s study of asset holdings in Wisconsin in 1949 represents a 
distinct advance in general knowledge concerning the flow of individual 
savings into investment. He takes up such problems as the relation of in- 
vestment preferences to income, occupation, and city size, and his treat- 
ment of the risk attached to the investments of different income groups 
is of particular interest and importance. Published for the National Bureau 
of Economic Research. 198 pages. Charts. $3.75 


Problems of Capital Formation 


Concepts, Measurement, and Controlling Factors 
Studies in Income and Wealth, Volume Nineteen 


By the Conference on Research in 
Income and Wealth 


The fifteen papers here, by Bert Hickman, Ruth Mack, Franco Modigliani, 
Robert Eisner, and others, add much to our understanding of private capi- 
tal formation and of its major components—plant and equipment, residen- 
tial construction, and changes in inventories. Published for the National 
Bureau of Economic Research. 


Typewritten, offset. 608 pages. Charts. $7.50 


Capital Formation in Residential 
Real Estate 


Trends and Prospects 


By Leo Grebler, David M. Blank, 

and Louis Winnick 

The authors measure and otherwise describe the formation and financing 
of capital in nonfarm residential real estate from about 1890 to 1950, pro- 
viding information on later years whenever possible. They discuss the fac- 
tors determining trends and what the future holds. Published for the Na- 
tional Bureau of Economic Research. 484 pages. Charts. $10.00 


Order from your bookstore, or 


Princeton University Press - Princeton, N.J. 
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Blends Business Cycles with Forecasting Techniques 


BUSINESS 
FLUCTUATIONS AND 
FORECASTING 


By Dr. Carl A. Dauten 


BUSINESS FLUCTUATIONS AND FORECASTING is a new 
type of book devoted to theory and practice. It gives the prospective 
businessman the information that he needs about business fluctua- 
tions and the practical methods of forecasting them. 


The early chapters dealing with fluctuations build the background 
for the process of forecasting. This book has the most complete sec- 
tion of forecasting of any textbook in the field. 


The forecasting techniques are based upon a sound knowledge of 
business cycles, the causal factors that are at work, and an analysis 
of present situations. 


SOUTH-WESTERN PUBLISHING CO. 
(Specialists in Business and Economic Education) 
Cincinnati 27 - New Rochelle, N.Y. - Chicago5 - SanFrancisco3 - Dallas 2 


HOLT 


Paul F. Wendt 
REAL ESTATE APPRAISAL 


William J. Fellner 
TRENDS AND CYCLES IN ECONOMIC ACTIVITY 


Frederick C. Mills 
AN INTRODUCTION TO STATISTICS 


Henry Holt and Co. 
383 Madison Avenue 
New York 17, N.Y. 
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PRENTICE-HALL BOOKS 


Corporate Financial Policy, 3rd Ed. 


by HARRY G. GUTHMANN, Northwestern University, and HER- 
BERT E. DOUGALL, Stanford University 


This leading text in the corporate finance field has now been thoroughly 
brought up-to-date and revised. Many changes in every chapter make it 
more teachable than before. In addition, there is a wealth of added 
topics. As before, the authors treat the subject realistically from the 
managerial point of view. 


Stressing the needs of larger organizations, the authors back up their 
references to various financial procedures by examining actual corporate 
policies and practices. They effectively integrate accounting, economics, 
law, statistics, and business administration within the framework of 
finance. 


796 pages - 6" X 9” + Published 1955 


Investments, 6th Ed. 
by DAVID F. JORDAN and HERBERT E. DOUGALL, Stanford 
University 


A leader in its field for over thirty years, this book gives the student the 
background he needs for dealing intelligently and prudently with invest- 
ment problems. It is notably clear, well balanced, and comprehensive. 


Included are such currently meaningful topics as shifts in the capital and 
securities markets, the effect of taxation on investment policies, and the 
growing interest in common stocks as investment media. 


646 pages - 6” x 9” 


Cases and Problems in Investments 
by FRANCIS J. CALKINS, Marquette University 


This is a volume of problems, cases, and readings covering the broad field 
of investments. It contains 105 practical problems, at all levels, covering 
all phases of securities, investments, and markets. They involve definite 
data to show the student “how” as well as “why.” 


320 pages + 54” X 8}" + Published 1955 


ENGLEWOOD CLIFF 
NEW IEF RCEY 


For approval copies unite 
all 
~_- Prentice - luc. 
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MANAGEMENT ACCOUNTING FOR PROFIT CONTROL 


By I. Wayne Ketuer, Armstrong Cork Company. McGraw-Hill Accounting Series. 448 
pages, $7.00 


Using a management, rather than a bookkeeping approach, this new and useful book de- 
scribes the ways that cost accounting can best be used to maximize profits within a com- 
pany. It emphasizes the relationship of the effects of income, cost, and capital on the profit 
of an enterprise. A hypothetical company is used as background for the entire presentation. 


ECONOMIC ACCOUNTING 


By Joun P. Powetson, Economist, International Monetary Fund. 516 pages, $7.50 


An introductory course in accounting for students of economics and for others in the liberal 
arts. It includes both business accounting principles and aggregate statements. Among the 
latter are the national income and product account, the balance of payments, moneyflow 
accounts, and input-output tables. It explains the difference between business and economic 
concepts in accounting, relates accounting terms to economic ideas, and points out the areas 
in which accounting is valuable in economic analysis. 


INTRODUCTION TO BUSINESS FINANCE 


By Bron B. Howarp, Northwestern University; and Miniter Upton, President, Beloit 
College. 564 pages, $6.00 


A basic text for the introductory course in business or corporation finance. It provides the 
student with a basic understanding of the financial functioning of business enterprise. It deals 
with business finance from the administrative point of view and describes those aspects of 
business management which have to do with finance, showing their relationship to the over-all 
business operation. The book is unusually comprehensive in the sense that it deals with the 
financial function of all private businesses and emphasizes the particular financial problems 
of small business. 


PRACTICAL FINANCIAL STATEMENT ANALYSIS 


By Roy A. Foutxe, Vice-president, Dun and Bradstreet, Inc. McGraw-Hill Accounting 
Series. Third edition. 675 pages, $10.00 (text edition available) 


Here is the practical story of the development and use of financial statements in American 
business and banking practices. The author describes the items which comprise financial state- 
ments; gives a table for the classification of all balance sheet items; describes the simple tech- 
nique of sales analysis applicable to small businesses; and covers comparative and internal 
analysis of balance sheets and income statements of commercial and industrial businesses, 
large and small, and of surplus accounts. 


Send for copies on approval 


McGRAW-HILL BOOK COMPANY, Inc. 


330 West 42nd Street New York 36, N.Y. 


Just Published: 


MODERN CORPORATION FINANCE 
FOURTH EDITION 


By WILLIAM H. HUSBAND, Federal Savings and Loan Insurance Corpora- 
tion, and JAMES C. DOCKERAY, The George Washington University 


The new Fourth Edition of this widely used text has been brought completely up to 
date and now reflects the most recent changes and developments in the field of 
corporation finance. As in earlier editions, the authors maintain a private enterprise 
approach which recognizes that the primary goal of business activity is profit- 
making; yet they also take a realistic view of the questions of public policy and 
government regulation. 


Principal changes in the Fourth Edition include: 


@ Recognition of changes in types of securities used in financing, including sub- 
ordinated debentures, convertible issues, and use of direct obligations for private 
financing of equipment. 


@ Analysis of the influence of prosperity upon promotion and the need for capi- 
tal funds generally. 


@ Refinement of discussion of capitalization and recapitalization including analysis 
of the Ford case. 


@ Consideration of changes in laws relating to the Securities and Exchange Com- 
mission with special attention given to small offerings, and further evaluation 
of the over-the-counter market. 


All of the text material and illustrations have been brought up to date. References 
follow each chapter and the material is documented carefully throughout. There 
are thought-provoking questions and problems which provide the opportunity for 
classroom discussion and further research by the student. Copyright 1957. About 
760 pages. 


Write for Examination Copies 


HOMEWOOD, ILLINOIS 
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